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COMPARATIVE ECONOMIC SYSTEMS 
A Note to the Public Domain Edition 

This one -semester course in Comparative Economic Systems was developed at the 
Social Studies Curriculum Development Center at Carnegie Institute of Technology 
under a grant from the Department of Health, Education, and Welfare. Intended 
for the second semester of ninth grade, it is part of an integrated and sequential 
four-year high school curriculum for able students, the top quarter of a typical 
high school class. 

These materials and the teaching strategies which are developed in the accorapany- 
ing Teacher's Manual were originally compiled during the fall of 1963 and tried 
in five high schools during the spring semester. They were completely rewritten 
during the summer and fall of 1964 and tried again beginning in February, 1965. 
This second trial revealed a number of shortcomings which we have not been able 
to correct because we have nc funds to finance & third version. This Note 
explains briefly what we believe to be the major faults of the material. A 
similar analysis will accompany each of the courses we release. 

The Department of Health, Education, and Welfare has decided to release materials 
developed under its auspices into the public domain. This policy in no sense 
indicates endorsement from HEW. Officials there have examined our work only to 
determine whether or not we have met the terms of our contract. Permission to 
release implies only performance; it does not imply either approval or disapproval 
by HEW of the subject emphases or teaching strategies developed. 

Legally all the material developed in the Center under this contract now becomes 
public property. It may be reproduced in any form by anyone for any use bu** it 
cannot be copyrighted. The reader will notice, however, that a large number of 
articles used in the course have not been included in this version. These 
• articles were originally published elsewhere and were adopted, sometimes in 
edited form, with permission of the author or publisher for use only in an 
experimental edition. The original copyright taken out by the authors and 
editors remains in force. We cannot give permission to reproduce this material 
nor can we reproduce it ourselves for the Public Domain version. In order to 
make this version as useful as possible for teachers and curriculum experts, we 
have indicated briefly the content of each copyrighted article and we have given 
full bibliographic references so that others may read the material in full. 

The purpose of an experimental program is to discover the weaknesses of new 
instructional materials as well as to find their strengths. On the whole, the 
Social Studies Curriculum Development Center at Carnegie Institute of Technology 
has found Comparative Economic Systems to be superior to existing "civics" 
programs. Test results have shown that the students who have taken the course 
as well as the one-semester course in Comparative Political Systems have scored 
as high on standard Civics test as a matched group of students who took a tradi- 
tional Civics course. At the same time, the students in the experimental 
program seem to have mastered the mode of inquiry skills which are an additional 
objective of the program. 

This report is not intended to dwell upon the successes of Comparative Economic 
Systems, however, but to summarize the deficiencies that the staff of the Social 
Studies Curriculum Center has found in the materials produced for the course. A 
similar brief aMlysis in the Teacher r s Manual summarises its weaknesses. 
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The process of teaching the course Indicated two major weaknesses In the text 
of Comparative Economic Systems: 

1. Insufficient space was allowed for an adequate coverage of macroeconomics; 

2. The planning game la too complicated in its present form, although 
students welcomed the change of, pace. 

We have found the vocabulary of several of the readings too difficult for even 
able ninth graders* In addition, the questions that follow the introductions 
are too often ambiguous anil too frequently, demand recall rather than thought in 
forming answers* Quite often these questions merely ash for a restatement of the 
information contained in the reading rather than an analysis of the material or a 
judgment about it* We find this deficiency particularly acuta since one of the 
objectives of our program is to develop the cognitive shills of the students who * 
take it. We hope that students will learn to read critically and analytically 
as a result of having taken Comparative Economic Systems, but the questions we 
have asked have too often failed to encourage this result. 

We hope that this public domain version of our work proves fruitful to teachers 
everywhere. We will welcome' comments derived from your experiences with it. 

We hope that a number of teachers* writers and publishers will develop their 
own versions of. this course Jor ccniarcisl sale* ./ Only through commercial produc- 
tion can > thtst MterUls make thelr way into classrooms . across the nation* 
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COMPARATIVE ECONOMIC SYSTEMS 



AN EXPLANATION OF THE COURSE FOR PARENTS AND STUDENTS 



This one-semester course in Comparative Economic Systems marks the second step 
in the development of a new four-year sequence of courses for able students In 
the social studies. It follows a course entitled Comparative Political Systems. 
Written cooperatively by teams of teachers from the Pittsburgh Public Schools 
and professors from Pittsburgh colleges, these courses were first tried out and 
revised during the 1963-64 academic year in five Pittsburgh high schools. During ' 
subsequent years of the project, students are using the revised materials and parti- 
cipating in a testing program designed to compare the new courses with conventional 
civics. 

Teacher-scholars from the universities and the public schools have long been concerned 
with the quality of much of the material published for use in high school social 
studies courses. Reform of the curriculum in mathematics, the sciences, foreign 
languages and English has been taking place at an increasingly rapid rate during 
the last ten years. In the fall of 1962 the Cooperative Research Branch of the 
United States Department of Health, Education, and Welfare announced that money had 
been made available by the Congress to establish Curriculum Development Centers 
for the Social Studies. 

A grant of $250,000 to Carnegie Institute of Technology from the Department of Health, 
Education, and Welfare supports the entire four-year project. The Pittsburgh Public 
■ Schools and Carnegie Tech are partners. One cf the two co-directors, Mr. John Good, 
is a full-time Pittsburgh teacher who has been loaned to the project for a four-year 
period. His co-director from Tech, similarly on loan to the project, is Professor 
Edwin Fenton. 

This course differs from the usual civics course taught to ninth graders in the 
social studies in a number of ways: 



!•* Subject coverage s Although the subjects to be covered in this ninth grade 
course- -government and economics— are also studied in civics, the emphasis 
will be different. We will study governments and economic systems other than 
our own to a much greater degree than is usual, and we will omit some material- 
such as the study of career opportunities— which is often covered in civics 
courses. 



2. Class meetings : Formal classes will meet only four days a week. On the fifth 

day students will come to their classroom where they will read, study, or work 
on projects while their teacher meets with committees working on projects or 
gives individual help to students. 

3. Type of required reading material : Instead of a conventional textbook, this 

course will use as its major reading material about sixty readings each 
designed for one day's lesson and written especially for this course. Most 
readings contain an introduction, to place the article assigned for that day 

in its proper setting in the course, a few study questions as a guide to studei 
and a short article. About half the articles have been written especially for 
this project. The other half have been excerpted and edited from material 
which has already been published.. Lessons based on this material should take 
about thirty minutes for the student to prepare before coding to class. 
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Supplementary activities : Students are expected to spend about one hour a 

wjek on supplnoenUry work. They wiU be given class tijae on Friday, so 
thit the supplementary reading done outside of class should never require more 
than fifteen to thirty minutes each week; 
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> 3*r ^jg; M new : technology s i The, complete course includes material, to be used wkit 
^^ ;? '.the .overhead projector* and a number of tapes fori the tape recorder. v A few 



films and e 
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be used. 






6^.feS4pbroach to teschingr On ths whole, -the course will be taught inductively. 
7 ";/\fc 3 tudents will be ejected to come to their own conclusion? from the material 
i i^^fPsesented' wd they will be required to fit Material from successive lessons 
■ V 7*^^ ' They will have frequent opportunities to study the techniques of 

. : ^ 5S ;: social scientists through the readings, many of which have been specifically 
- J-r ''T7^slj^d7to emphasise ^methodt^^hls entire approach^ to learning is based on 7 
^ ^ Af thii till At kv j| {tovin^ body of ftsoirch 
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Examinations and papers: , - Students will be given short examinations periodically 
■m We will usually alternate essey oxams and Objective exams. Exams will last 

•' j77:. ; :o, : ebouf : twenty; ; mta^ ■ 

®* Grades; trades will be based upon examinations , ; papers , class recitation, 
oralreports, and; the paragraphs submitted about supplementary reading. 
;iinc^:joniy expect most ; 
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HOW TO USE THIS BOOK 

• • ' ' ■ V , 

Tlie required reading in Comparative Political Systems consists of about 
sixty articles which have been edited from published works or written 
especially for this course. All of these articles follow a common pattern: 

l. The introduction . Each introduction relates the reading to other 
readings in the course and supplies essential background information. 

Study questions . A few study questions with each lesson bring out 
the most important points of the reading so that students can think 
about them in preparation for class discussion. 

3. The article itself . Each article is an essay which contributes 
a few major ideas about a subject. 

You are expected to read each day' s lesson and to take notes on the reading 
before you come to class. Since your toucher will distribute dittoed 
material from time to time, you ought to get a three-ring loose leaf note- 
book which can hold both the material which will be distributed and your 
homework and classroom notes. 

Notetaking is a vitai skill. We suggest that you read and take notes each 
evening in the following manner: . 

1. Write the lesson number and the title of the reading at the top of 
a piece of paper . 

2. Skim the entire reading . Read the first sentence in each paragraph 
of the introduction. Next read the study questions and get them 
fixed in your mind. Finally read the first sentence in each para- 
graph of the article itself* When you have finished, try to state 
in your own words what the lesson for the day is all about. Skim- 
ming such as this should never take longer than two or three minutes. 

3. Read the introduction and take running notes . Do not read first and 
then read again for notes. Do not underline or mark the text in any 
way. Write down the major ideas from the introduction and any 
supporting evidence which seems particularly important. You need not 

. use complete sentences, but remember that you may wish to study from 
the notes some months later, so take down enough information to aiake 
notes meaningful. 

, 4. • Read the article carefully and take running notes . Do not read f irst • 
and then read again for notes. Do not underline or mark the text 
in any way. Take the same sort of notes which you- took for the 
introduction • Put any conclusions you draw in parentheses to show 
that they are your own ideas* 
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5. Go over your notes, underlining key ideas or words . This procedure 
1* the beet way tp begin learning the information in the lesson. 









6. Try to answer the study questions . When you have finished studying 
, / \ ?°P r notes, try to answer the study questions for yourself. Bo not 
" ' ^ prite Out the answers to the study questions. You would only be " 

repeating: the information in font notes if you do this. Use this 
itep to see whether drnotyou got* bhe important points fro* the 
reading in preparation for class discussion. 
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two Other Study techiiiqttes will be useful. First, keep a vocabulary list 
< ,. ln yo« enter all new words and their definitions. Second, keep your 

and your reeling in>teh on % lesson together inyour notebook so 
' : ^ that ybu can review for tests without flippingthrough * mass of paper to 
find material which gobs together. 1 . 



* ! Your teacher wi 11 help ' yoh if you have trouble with this notetaking > 
technique. Because some lessons are u bated upbn % material presented in charts 



*. ->, technique for taking notes which we suggest here cannot 
* " A be used. In cases llkb v this i your teacher will give you supple- 









a^ntiiry instructions. Ih^addition, he' will spend time in class 1 occasion- 
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J^d will criticise* your 



i«i»* Bo not'ltotltoeo to 
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MAKING ECONOMIC CH0IG5S: THE ROLE OF VALUES 

STATING THE ISSUE 



Economics is the study of how men choose; to use scarce resources to 
. produce and distribute various commodities* Should we use the 
resources available to us to make corn flakes, space ships, teaching 
machines, or dog sleds? Should we concentrate on making machines 
: needed to produce steel or automobiles or should we make refrigerators 

>^'-#nd televisi oh sets? Should everybody share what has been produced . r ’ 
or should a man share in proportion to his contribution 
to production? The rules that guide these choices define the 
economy in which men live. 

"-^•gach'-' society is guided in its choice by the things they hold 
-dear. Americans expend a large percentage of their resources 
.developing their educational system for Americans value education. 

Nany European nations support music and musicians generously for 
. they place great value Oh the benefits to be derived from surround- . 

/v ing one's people with good music*. How a society. chooses to use 
: its scarce resources will be strongly influenced by the values 
it holds. 7 Before we can hope to understand* why people make the 

they do, we must first have some knowledge of 

-^what val 







■ , READING I 
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ECONOMIC VALUES Of PRIMITIVE PEOPLE 

t 

Han is constantly faced with the need to choose. All men do not choose 
In the same way. An economic system considered ideal by an American 
businessman might be rejected -as hopeless by * Soviet planner. Within 
the United States itself, a system deemed practical by onion leader# might 
well be seen as disastrous by the President of the United States Chamber 
of Commerce. • 



In this course we are going to study some different ways in which men 
have organised their societies so as to make some common economic decisions 
Throughout the course you Will be asked to make judgments about these 
economic systems. What criteria should you use to make these judgments? 
Should you accept the point of view of the National Association of Manu- 
facturers, a group which represents American businessmen, or that of 
the AFL-CIO representing organised labor? Or will you want to establish 
a set of criteria tailored to fit your individual concept of how an 
economic system should operate? This problem is not merely an academic 
exercise unrelated to the real world. Throughout their lives American 
citizens have to make economic decisions involving judgments about which 
.sort of system is *best. 11 These decisions and they are likely to be 
changing ones as circumstances change --are reflected- in the way citizens 
spend their money, choose their jobs, vote for candidates, and do a host 
of other things. What values influence them in making these decisions? 



Today we will begin a four-day. study of people from three different 
cultures. We will study the Kwakiutl Indians of the nineteenth century 
along with contemporary Russians and Americans. On the final day of the 
unit, we will try to see economic systems from the points of view of each 
of the three groups we have studied. As you read today! s assignment, keep 
Che following questions: in minds ,v 






a :*• ; 1 






l. ^ Whit Wasvthe focal- point of the Kwakiutl' s 
economic system? ,, * r 



* 



2. How did their value system influence their 
economic decisions?' t x-r. 






The Kwakiutl Indians lived on the narrowvPacific seaepast from Alaska 
ito Puget Sound. In comparison with some other primitive peoples, they 
had "S' great number of possessions . They had plenty of food easily 
obtained from nearby rivers and.f nom the % Stranded whales gave them 
blubber and boneswhichcould be c^<p^popes. Ihe 

enormous forest which griw near the coast provided wood fot lo^ bosts, 
houses, esnoes and weapons. 
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Because the sea supplied so much food, men could live without fanning* 

In addition to hunting and fishing, the men spent their time at wood- 
working. They built houses of wooden planks and carved great totem 
poles. They made boxes of boards and carved and decorated them to store 
the goods that their wives produced. Although they had no metal axes or 
saws, they learned to chop down giant cedar trees, and to cut them into 
boards with which to make large boats and houses. Some of their boats 
were big enough to carry fifty or sixty men. 

Private ownership of property was well developed among the Kwakiutls. 
Although there were no cultivated fields, family groups "owned" hunting 
territories and land where they were entitled to pick all the wild berries 
and roots they could find. By custom, no outsider could trespass upon 
this family property. Fishing rights were "owned" just as strictly. The 
river banks, for example, were even divided into sections from which 
families could catch candleflsh during the spring run. 

Another sort of property was owned in a different fashion. Tangible and 
Intangible status symbols were dearly prised by the Kwakiutls. Many of 
the symbols for which the Kwakiutls longed would be considered worthless 
by an American. Possession of spoons decorated with crests, posts around 
which houses were built, coppers (an etched sheet made out of native 
copper). Indicated a man's prestige or position in the Kwaklutl community. 
But above all, men valued titles. 

Host important were titles of nobility. Each family had rights to a 
group of titles. The titles gave them position within the tribe. They 
were used as personal names and passed down from generation to generation. 
When a person was given such a name in an** appropriate ceremony, he assumed 
the greatness of his ancestor who had borne this title during his lifetime 

Titles were passed on from father to eldest son with elaborate ceremonies 
and rituals. In order to assume a title, the son was required by custom 
to engage in what, by American standards, would be considered exorbitant 
gift-giving. This is why the women spent so much of their time making 
mats, baskets and cedar-bark blankets which they stored in readiness for 
the gift-giving ceremonies. For their contributions, men made canoes 
and manufactured money out of shells. Members of the tribe spent much of 
their lifetime collecting immense. quantities of goods in preparation for 
the ceremonies in which men acquired titles. 

The supply of shells used for money was great and easily accessible. In 
addition, coppers were used as units of money. Some coppers were valued 
as high as 10,000 cedar-bark blankets. To buy a single copper a whole 
group would work for years so that one member of the group, at an 
appropriate ceremony, could- demonstratehls great wealth by destroying 
or giving away the dopper. ^ < 
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the whol« economic system of ths KwSkiutl was tisd to this system of property 
distribution. / Zn reading the following excerpt from Ruth Benedict's book* 
PATTERNS OP CULTURE, keep in mind the fact that for the Kwaklutl the potlatch, 
or g^ft -giving ceremony, was a part of his total culture, an affirmation of a 
way of life. 

* From Ruth Benedict, PATTERNS OP CULTURE (New York: Mentor Books, 1952) 
175-189. 

e 

f r f ; r • 

This is an anthropological study of the Kwaklutl potlatch during which 
property was given away in an attempt to show oneself superior to one's 
rivals. 

Glossary $ 

. ' ’ * e 

1 . Economics - study of what goods and services are produced, hew they 
are produced, and how distributed 

2. Economic system or economy - institutions and practices through which 

a society makes its basic economic decisions 

/ r ' ’• . , 

* - ♦ e • 

3. Value systpm - network of beliefs about whet is considered 
important or good 

4. WiSlth - all objects having economic utility 

1 REARING II 

AMERICAN VALUES 

In yesterday's lesson we learned that as Americans we have difficulty 
understanding the customs and economic decisions of other societies. It 
is difficult, if not impossible, to lay aside the values we hold and see 
others in light of their own value system. While the Kwakiutl, attitude 
toward property sCemS perfectly reasonable to a Kwakiutl, seen in terms of 
the American value iystim their customs appear wasteful and destructive. 

fibet is the American value system by which we tend to judge others! Is 
there one consistent list of objectives desired by All Americans, values 
by which all Americans llvdl tit's examine a^huiber of common assumptions 
cdneernihjg Auer lean life to see if we can Structure a valUe system which 
would be 'accdpted by an Ameticans/ 

In his study of "Middletown , 11 Robert iynd presented what has become a 
classic study of "tyj^cWl" inland Aamrica in the 1920s and 30s. In 
HIRRLETO^N IN TRANSITION , published in 19 37, Lynd suggested the following 
as cosnonffisumpticxiis concerning American life. As you read, consider 
"- the' following ques^ons,; .!,» ’ . 

: :kf- - • * ■' ■ • • - - - - • ^ - • • ' • ■ 

■ *'• : . \ Vi 
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v|lues suggested in the foliowing passage 

American g^uist,. ,>• 



^ likely to ■have 
on the ^■’imvtlias (a) spend 
tji^lifti work! ; 
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From Robert S. Lynd and Helen Merrell Lynd, MIDDLETOWN IN TRANSITION, 
(New York: Hare our t, Brace & World, Inc., 1937), 403-416, passim. 

The authors list a Tough pattern of things that the typical inland 
American was for and against in the 1920' s and 1930's. 



READING III 



THE STATED VALUES OF A SOVIET C&iMUNIST PARTY MEMBER 



In yesterday's reading we saw how difficult it would be to arrive at a simple 
set of non-conflicting values that might be accepted by most Americans. This 
same difficulty faces us when we try to think about a "typical" Soviet citizen. 

The values of Soviet citizens probably vary just as those of their American 
counterparts do, so the question of deciding who is typical and who is not exists 
for Soviet citizens just as it does for. Americans. Moreover, for us the problem 
of understanding Russian values is compounded by difficulties encountered in 
attempting to collect accurate information about vast numbers of Soviet citizens.* 
Reports of refugees are not representative of the thoughts of those who stay 
behind. Letters printed in Soviet newspapers are not representative in that, to 
an even greater extent than is true in American newspapers, they are screened by 
editors who choose what they want to publish. The printed letters may reflect 
the values that the Russian leaders want to have reflected. Since we do not have 
access to sufficient unbiased information to make an educated evaluation of values 
held by Russians in general, we will take a very different approach in this 
lesson from the one used in the last lesson. Instead of looking at the results 
of a sociological survey of many citizens, we will try to see some part of the 
Russians' values by looking at what just, one man, the most powerful one in his 
country at the time of his speech, said about his economy when he talked to' 
foreigners. 

j * 

In September of 1959, Premier Nikita Khrushchev made an unprecedented trip to 
the United States. • The trip was composed of two parts -- a ten-day sightseeing 
trip across the United States and a somewhat less than two-day period of talks 
with President Eisenhower on questions of conflict between the two nations. 

During the ten-day tour of the country Khrushchev made many speeches, both formal 
and informal, and during this time a favorite past time of the American press was 
not only to report what had been said, but to analyze why it had been said. What 
kind of a man was this speaking? Was he truly speaking for the Russian people? 

What were his goals? Were the things which he wanted to accomplish in his economy 
fundamentally different from the things that most Americans want from their economy? 



Today 's reading is from a speech Mr. Khrushchev made in Pittsburgh, Pennsylvania 
on September 24th. As you read it consider the following questions. 



o 
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1. Would most Russians approve Premier Khrushchev's choice 

of goals? How could we tell? Does Khrushchev's subsequent 
loss of power suggest that he was wrong in his view of Russia's 
goals, or is it more likely that he lost out because of differ- 
ences on means and men to achieve those goals? 

2. How do the Russian goals and American goals differ? 

- !*• ' ■ , • • 

. ' v. ' . y t - ■ '• • ■ ' ■ 

3. What similarities are there in Russian and American goals? 



you as' 



think 'Of Russian goals? Why? 




r 



. y- / ■ ; ‘ ' ' 

From N. K. Khrushchev «i quoted in THE HEW YORK TIMES* September 25, 

p # 10, passim. i . - i»r 



Khrushchev's speech delij^ Siving a 

.^V ; v' - -S • ■ 

Come to clast tomorrow prepared to make a 

economic ob ffctiee* *rfHeh Wighthave bdeh_™._ m , — — 
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UNIT II 



the Traditional eoonomt 

STATOG THE ISSUE 



Every society since the beginning of civilization has faced the 
same universal economic problem: man's wants are limitless and 
the resources available to satisfy these wants are scarce. In a 
world where man cannot have everything, he must make choices. 

Every economic system must find answers to three questions which 
rise from the problem of scarcity and the necessity to make 

decisions. They are what to produce, how to produce it and for whom 
to produce it. . - • — 

During the h*«tcry of mankind, these three questions have been 
answered in enumerable ways. Roughly speaking, these ways can be 
classified into variations of three major types. Traditional 
|g permit the customs of the past to guide their economic 
decisions for them; today's members of such societies answer the 
three questions exactly as their ancestors did. Command societies 
enable a small group of individuals to answer the questions. 

Market societies answer the questions through a decentralized system 
in_ which the consumer has the major voice. Most societies, as you 
will learn, are mixtures of these three major types. The variety 
of "mixes'* is almost endless. 

Throughout most of mankind's history, tradition has been the major 
influence upon economic decisions. Even today traditional economies 
are typical for people of many underdeveloped nations. These people 
make just about the same goods their fathers made with the same tools 
and techniques that their fathers used and divide these goods just 
as their fathers did. We can understand neither the economic systems 

of the past nor those of the present unless we know how a traditional 
society works. 4 

What is a traditional society and how does one operate? These 

questions are the subject of readings five through eight. 
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READING V 



THE TRADITIONAL ECONOMY; CUSTOMS AND VALUES 

During the next four days we will study the economic system of a society 
quite different from our own* In studying a society other than one's own, 
the fact should always be kept in mini that people having different customs 
from the ones with which we are comfortable are not necessarily strange 
people. Customs are the product of the special factors that have shaped 
each society in its own way. No two societies had the same history, the 
same geography, or even the same luck. It would be odd then if they ended 
up with the same cultures. 

As you learned last semester, all societies have some system of governing, 
that is some accepted way of making decisions affecting the group. These 
systems of government in some cases are formal, in others informal. Similarly 
all societies have some economic system, some pattern for making economic dec! 
sions acceptable to the group. Basically, every society must have a way of 
deciding hpw they will ration or divide up available resources. With the 
resources available to them, they must decide what will they produce, how 
will they go about producing it, and who will share the fruits of production. 

The readings that follow describe certain aspects of life as lived about 50 
years ago by some tribes of Alaskan Eskimos, The climate in which these 
Eskimos lived was, of course, severe. Since food was scarce and hunting 
the major source for tfiat food, these Eskimos traveled in very small groups, 
often only one or two families together. Larger groups would kill all near- 
by animals too quickly and cause a whole tribe to starve. Since groups were 
so small and widely scattered, there was no formal government, no law en- 
forced by officials. Custom governed most activities. This then was a 
model of a traditional society. 



Frequently sharing a common residence, families developed a strong sense 
for kinship and cooperation. For the Eskimo, the family was a flexible tool 
arranging and rearranging itself to meet the needs, of the moment and to 
strive for goals for the common welfare. It was the family which performed 
the function of social control. 



Of the following excerpts, some were written by an explorer, Vilhjalmur 
Stefannsson, and the others by Robert Spencer, an ecologist (a scholar who 
studies the relationship between the social and cultural patterns of a group 
and the material resources available to them,} The background of an author 
is highly significant. It is one guide in evaluating the reliability of 
information. As you read, consider the foiling questions: 




1. How reliable are the observes upon whose information 
you are basing your picture of these Eskimos? Is one 
observer reliable than the other? Why? 

2. Wh«t qualities were admired by these Eskimos? 

3. Which of these qualities would most likely affect the 
rate at which the economy grew in economic wealth? 

4. After you read these excerpts, ask yourself which of 
* the qualities that ere most admired in your community 

would seem strangest to these Eskimos. 
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From Vilhjalmur Stefanssen, MY LIFE WITH THE ESKIMO, (New York: 

Collier Books, 1962), 264, 179*160 passim: and Robert F. Spencer, 

THE NORTH ALASKAN ESKIMO: A STUDY IN ECOLOGY AND SOCIETY, (Washington, 
D.C., Government Printing Office, 1959), 152*153, 155, 161 passim. 

Short excerpts from the two sources * an explorer and an ecologist - 
describing customs and values among the Eskimo from two different 
points of view. 

Glossary : 

1* traditional society * a society in which most current decisions 
are dictated by the customs of the past 

READING VI 

THE TRADITIONAL ECONOMY: RESOURCE* 

The Eskimo* s lack of natural resources is not enough to explain his adherence 
to a traditional economy. Traditional economies have existed amid abundant 
natural resources. The American Indians for thousands of years maintained 
ways dictated by custom in a land which has the world’s richest supply of 
raw materials. Similarly the ancestors of the present Russian people lived 
a traditional life with vast untapped resources beneath their feet. 

Another area of misunderstanding surrounds the classification of resources. 
Many people believe that certain resources are inherently valuable, others 
inherently worthless. But which resource will be considered poor and which 
valuable is determined largely by the state of a society’s economic development 
With a sufficiently advanced technology many materials such as iron ore and the 
power of falling water, not useful to men in a traditional society, become 
enormously valuable. On the other hand, resources .which seem worthless to a 
typical American city dweller are invaluable to an Eskimo. A metal bar, a 
few sticks' of wood, the right kind of snow,, a dead whale and a dog team are 
all valuable if a man’s culture has taught him to use them. 

Today we will read about the resources available to the Eskimos. To us they 
seem frighteningly limited. Yet to the Eskimo they make the difference between 
living well and living poorly or not living at all. 

As you read, consider the following questions: 

1. What natural resources are available to the Eskimos? 

What human resources? What man-made resources? 

2. On which type of resources * natural, human, or man- 
made - do the Eskimos appear to rely most heavily? On 
which least heavily? Do you think this is characteristic 
of traditional societies? 

3. Would the Eskimo’s way of valuing these resources affect 
> economic development withlnhlc society? Why? 
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Several short readings included here as follows: 

* From Peter Freudian, BOOR OF THE ESKIMOS, (Cleveland , Ohio: The 
World Publishing Co*, 1961), 16-18. 

v This is a description of the climate and vegetation and animal 
life of the Arctic: its natural resources; 



» 



* From Vilhjalmur Stefansscn, THE FRIENDLY ARCTIC (New York: 

' *>' The Macmillan Company, 1943) 173-175 . passim . 

This is a description of how an igloo is built. 

* From Peter Freuchen, BOOK OF THE ESKIMOS, oj>. cit . » 38-40. 

• * • ■ '■ 

this i* a description of Che clothing of the Polar Eskimos. 

* Prom Robert P. Spencer, THE NORTH ALASKAN ESKIMO, 0 £. cit. . 

V 125. ■ • v v,- 
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This is an explanation of the necessity of marriage to the Eskimo 
way of life and ithe necessity of cooperation for survival. 






,1. natural resources - materials and energy supplied by nature 






2. capital resources - resources created by man's efforts and used 
in the production of goods: and services 

J* .(human .resources - human . energy and -skills .. : ,Z 
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READING VII 



THE TRADITIONAL ECONOMY: WHAT, HOW, AND FOR WHOM? 

From the previous two readings we have gained some insight into the way 
of life of certain Alaskan Eskimos living about .fifty years ago in a 
traditionally structured society. We have examined a few of their 
goals and inferred a few values. We have considered the resources 
available to them and the part these resources played in their economic 
development. Today we are going to consider how these Eskimos answered 
the three basic economic questions: 



Every society must answer these questions. Many factors influence the 
answers. A society's ability to live at peace with its neighbors 
certainly affects that society's answer to the question, "What shall 
we produce?" A society's access to technological developments wifi 
obviously affect its answer to the question, "How shall we produce?" 

And the strength of a society's ideological convictions concerning the 
equality of mankind will necessarily affect its answer to the question, 
"For whom shall, we produce?" Out of its own experiences and values, 
each society fashions a structure that answers the economic questions 
for that society. The structure may be mainly traditional, mainly 
command or mainly market. 

The readings which follow concern the way in which a traditional society 
answers the three basic economic problems: what, how and for whom. 

As you read the following excerpts, consider these questions: 



1. What factors influenced the Eskimos' decision 
concerning what they would produce? Why were 
these factors so influential in skaping 
Eskimo decisions? 

2. What factors influenced the Eskimos' answers to 
the basic economic' question, "How should goods 
be produced?" 

3. What factors influenced the answer to the question, 
"For whom shall goods be produced?" 

4. Gan you summarise your answers to questions 1, 

• 2 and 3 In a single sentence? 

» - 




What shall we produce? 

How shall we produce it? 

For whom shall we produce it? 
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* From Vilhjalnur Stafanssou, HTLXFE WXIH THR E8EEU0 (Ntw York: 
Collier Bodes , 196?) 407 *408,, 112*114 , 272 peseta ; end Robert 
F. Spencer, THE HOME ALASKAN E3KXM0,o£. cit., 144-14 J, 92 
' passim*' ■ 

this is a discussion of how a traditional society products what 

it needs by hunting and now tha goods ara distributad. 

■ ; "■ * .• . : 1 * . « ‘ • • 

Glossary : 

' * - ' - *, . ' 0 

1. division of labor - separation of larger unit of work into 
smaller operations t^ be performed by different individuals 
or groups in sequence V 

2* trade f ths exchange of. goods or servlets • 




UNIT III 
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STATING THE ISSUE 



' In the market economy, jufet as in ttie traditional, man is 
faced by scarcity and 4 is forced to choose, In the market 
7^**™*** as in the traditional, man f s choice will be 
r-" iftfiwenced by the values he holds* But whereas traditional 
•obleties will tend to answer economic questions in terms 
what was done in thepast, the market economy reaches 
A decisions in large part through ever-changing consumer 
preferences that make themselves felt through a price 
System* A market is an informal coming together of buyers 
and sellers, eactt^sedking to satisfy his own desires and 
iKlch seeking his own self interest* Prices, as we shall 
bed, act as signals^ in these markets giving cues to pro- 
H ducers a# to iritst ; they ought to produce* Thus, the price 
i» to the market ecohoaiy what the custom of the past is 
A f 0 ' ^ traditibnal^Sconoiisr or the governmental order is 
- ***t*foiif : lessons deal with 
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READING VIII 

BRIDGING THE GAP BETWEEN 
A TRADITIONAL ECONOMY AND A MARKET ECONOMY: 

THE CONCEPT OF A SPECTRUM 

During the last three days we have been studying an economic system In which 
most decisions were made In keeping with traditions Inherited from the past. 
Tomorrow, we shall begin an extensive study of an economic system in which most 
decisions are made by a dynamic and invisible mechanism referred to as the 
market. In studying the market system, we shall use the American economy as an 
example although it Is true that, (i) just as all traditional societies, are not 
identical in structure to the Eskimo society we examined, neither are all 
market societies the same, and (ii) just as the Eskimo society would not prove 
to be a completely traditional society on closer examination, so too the American 
economy will not prove to be purely a market economy. 

By now you should all be critical enough of published material to recognize that 
in describing the Eskimo economy we carefully chose to tell you about those 
customs which illustrated the points about Eskimo society we wanted to highlight 
for the purpose of making a particular point. Space limited our telling you all 
about the Alaskan Eskimos and our specific goal, explaining how traditional 
economies operate would only have been blurred by too much detail. But, as a 
reader, beware — you can easily be led astray, by even the most reputable of 
sources, through being given only that evidence which indicates a limited point 
of view. If space permitted we might have presented some alternative evidence 
indicating that, while the Eskimos functioned primarily in accordance with 
tradition, there are areas where change was accepted and customs molded to fit 
new needs. For example, in some areas, white settlers introduced wood for home 
building rather than blocks of ice. Many Eskimos abandoned tradition and began 
building shelters of wood. Again, missionaries in introducing the practices of 
Christianity led the Eskimos away from tradition in the direction of change. So, 
the Eskimo society is certainly not an example of pure tradition and complete 
opposition to change. Tradition plays a bigger part there than in our economy, 
but these are relative matters, not absolute ones. 

Today we are going to examine the pure market economy. (Later we will want 
to modify this picture by seeing some ways in which our economy uses markets 
in most decisions, but also has elements of tradition and command in it.) 

In 1776, Adam Smith, an English economist, published THE WEALTH OF NATIONS, 
an analysis of the western European economies (especially that of England) which 
were emerging out of a long period of governmental protection of economic 
activities into an era of relatively free markets. This book is still considered 
a classic interpretation of how a market economy operates under conditions of 
pure competition. Today's reading is divided into two parts. Fart I consists 
of excerpts from Adam Smith. Part II will introduce the concept of a spectrum 
of economic systems. As you read the few short passages in Part 1, consider 
the following questions: 
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1> According to Smith, how does the market society provide 
answers for the economic questions what, how and for whom? 

2. At what points does Smith’s analysis seem an accurate 
description of the American economy? - 



PART X 

"It Is not from the benevolence of the butcher, the brewer, 
or the baker 'that we expect our dinner, but from their 
regard to their self-interest* We address ourselves hot to 
their humanity, but to their self-love, and never talk to 
them of our necessities, but of their advantages." 

From Adam Smith, THE WEALTH OF NATIONS. New York: 

1 . Modern Library, 1937, p. 14. 

• .It Is only for the sake of profit that any man 
employes a capital in the support of Industry; and he 
will Always, therefore, endeavour to employ it In support 
of that industry of which the produce is likely to be of 
the greatest value, or to exchange for the greatest 
quantity either of money or of other goods. YY .Every 
Individual generally neither intends to promote the 
public interest, nor knows how much he Is promoting it. Y • 
he is in this, as In many other cases, led by an invisible 
hand to promote an end which was not part of his intention. 

By piirsulng his own interest, he frequently promotes that 
of the society more effectually than when he really intends 
to promote it. X have never known much good done by those 
Aho^affected to trade for the public good’." ^ 

Ibid ., p. 423 

"When the price of any commodity is neither' more nor less 
than what is sufficient to pay the rent of the land, the wages 
of the labour, and the profits of the stock employed in 
'Witting, preparing endbringlng it to market. • .the 
commodity is then sold for what may be called its natural 
price. . . • 

i ... j 

"The actual price at which any commodity is commonly sold 
is called its market price*' * • .* 

"The market price of every particular Commodity is regulated 
by the proportion between the quantity which is actually 
brought to market* and the demand of those who .are willing 




to pay the natural price. . . .Such people may be called ” 
the effectual demandera, and their demand the effectual 
demand. . . .A very poor man may be said. . .to have a 
demand for a coach and 8ix>lie might like to have it; 
but hia demand ia not an effectual demand. ... 

"When the quantity of any commodity which is brought to 
market falls short of the effectual demand, all those who 
are willing to pay. . .cannot be supplied with the quantity 
which they want. .» • .Some of them will be willing to give 
more. A competition will immediately begin among them, 
and the market price will rise more or less above the 
natural price; according nn either the greatness or the 
deficiency, or the wealth. . .of the competitors, happen 
to animate more or less the eagerness of the competition. . . 

"When the quantity brought to market exceeds the effectual 
demand, it cannot be all sold to those who are willing to 
pay the whole value of the rent, wages and profit, which must 
be paid in order to bring it thither. Some part must be 
sold to those who are willing to pay less, and the low 
price which they give for it must reduce the price of the 
whole. The market. price will sink. , .according as the 
greatness of the excess increases more or less the 
competition of the sellers, or according as it happens to 
be more or less important to them to get immediately rid 
of, the commodity. • • 

"When the quantity brought to market is just sufficient 
to supply the effectual demand and no more, the market 
naturally comes to be. , .exactly . • .the same with the 
natural price. The whole quantity upon hand can be disposed 
of for this price, and cannot be disposed of for more. The 
competition of the different dealers obliges them all to 
accept of this price, but does not oblige them to accept 
of less. 

"The quantity of every commodity brought to market naturally 
itself to. the effectual demand. It is the interest 
of all those who employ their land, labour, or stock in 
bringing any commodity to market, that the quantity never 
should exceed the effectual demand, and it is the interest 
of all other people that it never should fall short of * 
that demand." 

Ifeid., pp. 55-r57 ;. 
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FART XI 
THE SP&CTRXJM 



1. Economies would be simpler to talk about if they were 
"black" or "white" rather than "grey". Why then do we 
insist on talking about they as "grey"? 

2. What dangers might arise from thinking of the Eskimo and 
American societies not as points on a spectrum, but as 
"pure types" (i.e. Eskimo society as a pure traditional 
economy, and American society as a pure market economy? 

Can you foresee similar dangers in thinking of the Russian 
and American societies as pure types of command and market 
economies respectively? 

1 ■■■ 1 . ' 1 1 i 1 1 ii 



At the beginning of this course you learned that the economic 
decisions of all societies could be described as falling within 
ohe of three patterns: traditional, market, or command. In 

looking at the Eskimos, we discovered that, while this particular 
traditional economy made most economic decisions in accordance 
with custom, some decisions were made outside the pattern of the 
traditional economy. 

As you read the brief excerpts from Adam Smith, you surely felt 
some discrepancy between Smith's picture of the pure market economy 
and economic decisions as they are made in the United States today. 

' Yet , basically, the American economy is as much a market system as 
any other economy in the world today. 

All of this suggests then that the differences among societies are 
matters of degrees: in one society relatively more decisions are 

made on the basis of custom than on the basis of the market,* and 
in another society relatively more decisions are made on the basis 
of the market than on the basis of custom. Mo society is a pure 
model of any one of the three types of economy. It might be better 
then to go beyond the simpler picture of three neat classifications 
and to think instead of a whole array of economic systems. Along 
this array, there will be extremes, but most economies will probably 
fall somewhere along the spectrum between the extremes, meaning 
that we will find some elements of both ends of the spectrum in them. 

For example, a spectrum might be constructed on. which societies 
could be arranged in accordance with what proportion of their 
ecMdmic decisions weri made by Custom, what proportion by the market. 



All decisions 


... 


All decisions made 


w*w>mede ■ 
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Obviously, Che United States would be positioned somewhere to the 
left of this spectrum, the Eskimos somewhere to the right. (Hill 
they be st fixed points along that line, or will they 'be moving along 
it as the years pass? If they are movihg, in Which direction are 
they changing!) 

Another way to- position or compare societies eccv ^mically might be 
by the degree to Which wealth is distributed to meet needs of 
individuals as opposed to distribution primarily for the society as 
* a collective body. 



Wealth distributed 


(wealth distributed 


for individual 


I for society 


needs 


I as a whole 
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Where would you position the Uhlted States on this spectrum? Where 
should the Eskimos be placed? 



The advantage of the spectrum device is that it enables us to avoid 
oversimplifications in comparing economies. It should help us not 
to think of "blacks" and "whites" in economic systems, but rather 
to think of various shades of "grey" in between the extremes. 

These differences in shades may still be important — but they are 
matters of. dpgree. Keep in rind then that the differences about 
which we will be talking in the weeka ahead are differences of degree 
only. And recall that a society's standing In relation to any other 
society will always depend upon what criteria you choose as bases for 
comparison along the spectrum. For example, if you were ko compare 
the Eskimo society with the American society on the basis of how 
much freedom the individual has, you might find the differences not 
too great. If, on the other hand, you ?ysre to compare them on the 
basis of flexibility, or willingness to change, you might find them 
far apart along the spectrum. 

Prepare for use in clans tomorrow a list, of criteria by which we 
might reasonably compare the traditional Eskimo society with the 
American market economy. 



Glossary : 



•••'■ . , v - : . .... . . -■ . • • - . • . . 

< market economy - an economy in* which prlces.are established by 
the forces of supply. and demand . . 

• 2. self-interest - motivated to act in accordance with What is to 

<h*a's own advantage ... 



•fi.Ptrw*- £h. xajng. of diffhn.no .xt.ndlng froa oo. .xe mm 

to r • • ■ 



1 *• * *p«ciflc quolltlo. or .tandard. by uhlch'* 
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READING IX 

HOW ONE AMERICAN FIRM ANSWERED THE BASIC QUESTIONS 

During the next two days, you will reed an account of the way in which an 
American business firm came face to face with the basic economic questions 
— what should be produced, how it should be produced, and for whom it 
should be produced (i.e. both who would get the product and who would 
share the money realized by selling that product)* * These two readings 
will give you an opportunity to look at economics from the point of view 
of one business firm* 

The Dennison Manufacturing Company has its general offices in Framingham, 
Massachusetts. Founded in 1844, it has developed in line with a growing 
economy. Today it has seven major divisions making and selling a large 
number of products. Each new direction which the company has taken has 
forced its leaders to make basic economic decisions. 

As you read, keep the following questions in mind: 



1* What influenced the managers of the company 
* in deciding what products to manufacture? 

1 - >2-* What factors influenced their decisions 

concerning how each product would be produced? 



Also, as you read, list those developments in the Dennison story which 
you thijgjfc typify growth within a market economy. 



TOi DENNISON MANUFACTURING COMPANY (Part I)* 



* From "The Dennison Manufacturing Company," (Newton, Massachusetts: 

The City, of Newton copyright, 1963). 

A Casebook r excerpt .of the history of the growth of a family enterprise. 



Glossary: 



1* market - the buying or selling of a particular good or service; usually 
reserved in economics for those situations where the exchange of goods 
and services* takes place at prices pet by consumer^' demand and 
producers' supply* 

Uir.r. t-'r n r: ■ < >,• '• " V •_ J- •_ : • • - 

2* diversifying - giving variety to 

3. .credit - securing money, goods or services in the present against the 
promise to pay for thin in the future 



'• i,r- 
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4. dividends - that share of the earnings or profits Which a corporation 
pays to its stockholders 

5. individual proprietorship - a business owned and managed by one 
individual, who assumes the risk and receives the profits 

6. liability - an obligation to pay What is owed to creditors 

7. partnership - a business owned and managed by two or more individuals, 
who conbine their money capital and abilities, assume the risk, and 
share the profits 

8. distributor - an agent or agency for marketing goods 

9* consumers - those Who use final economic goods or services 

READING X 

HOW ONE AMERICAN FIRM ANSWERED THE BASIC QUESTIONS 

(Part 2) 

Yesterday you studied the early history of the Dennison Manufacturing 
Company. Today we will take up the story beginning just after the Civil 
War. In the years at the end of the nineteenth century, the Dennison 
Company went through a number of vital changes as it faced new problems 
in the growing American economy. Most of these changes in one way or 
another involved the basic economic questions. 



The study questions which you were assigned for yesterday also apply to 
today's assignment. Reread them before you begin work on this lesson. 
In addition, keep the following questions in mind: . 



1. How did the owners of the Dennison Manufacturing 
Company benefit from increased earnings? How 
did Dennison workers benefit? Did consumers 

benefit? Did the government benefit? 

* v: * 

2. What is the relationship between how a company's 
sales dollars are divided and the ansWer to the. 
basic economic question — for whom are goods 
produced? 




THK DEKHISOH t&MUPACTURtitC COMPANY (Pare II) * 

* Part IX of th« history of tha.groirth of th. Omnia on Kannfacturlng 
Company, on. cit. •' r-'v: 

v* ^ , 

Glossary: A \ • •,<; 

• ■ i ’ » ' ' ' ■ " j* 

1* corporation - a business organisation owned by the stockholders and 
legally (if not actually) controlled by the common stockholders through 
the right to -vote for the board of directors 
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2. bankruptcy - use by debtor of legal method for relieving himself of 
financial obligations he is unable to meet 

3. stock - certificates of ownership interest in a corporation, sold in 
units called shares 

* ■*/•’#■» " ■ * . * 

4. stockholders - those who own stock certificates 

5. board of directors - a group chosen by the stockholders of a corporation 
to .manage the enterprise 

6. public exchange - the place where stocks and bonds are bought and sold 
according to recognized rules 

7. broker - an agent who acts for other parties in buying or selling 
stocks, bonds, commodities or services, usually on a commission basis 

8* charter - document issued by legislative authority granting privileges 
and duties of incorporation 



READING XI 

HON AN AMERICAN FIRM MIGHT ANSWER THE BASIC QUESTIONS 



Fox the past two days you have studied the ways in which one American firm, 
operating within a market economy, answered the basic economic questions. 
Today we are going to examine the way in which an American child 
might f irst come face to face with these questions. 



Suppose you had a brother in the fourth grade who wanted to make some 
money this summer. Your mother might suggest: that he set up a small 
business for himself, a lemonade stand, for example., Ignorant in the 
field of economics, your brother might turn to you for advice. 



Write an outline containing an analysis of the types of economic decisions 
your brother will have to make. In summarising problems to be met, keep 
in mind the fact that your brother will be operating in a market economy. 
Recall, in general, the problems faced by the Dennison Company. In a way, 
the problems faced by big business are magnified versions of the same 
problems faced by small business. ' 

Keep your outline under one page In length. Outline your thoughts in 
short but clear phrases. DO NOT USE COMPLETE SENTENCES IN 0UXL1NING. 
Bring your outline to class tomorrow so that we can discuss it. After 
. our class discussion, you may amend your outline. Your amended outline 
will then form the basisof a paper you will write tomorrow night. 
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READING SIX 



There is no reading for tonight* In lieu of a reading you will write a 
paper based on the outline developed yesterday* Your paper should not be 
more than two pages in length. As you write, keep in mind the rules for 
assay writing discussed last semester* 



Remember, your brother has coma to you as an economic consultant* A good 
consultant knows that if a client is to be satisfied with his service, 
certain standards must be met* 



v A 



l* You must first recognise the core of your client's problem and define 
his problem in terms that he. can understands 

2* Yeti’ must help your dieht think through the' question of what his 
primary goals and pbjqctives arp. 



.Y 



3* Ytu must see and Interpret for your client the alternatives 
confronting him in reaching his objectives* 



4* You must dearly point out to your client the possible consequences 
of pursuing each alternative c 

5* You must provide; yopr client with thp information necessary for him 
to make an intelligent and informed choice* Keep in mind It is your 
> cotiuuplc.c^iio WW , «** b* u,d*t*to*4 by your 

cliwt, Mio*v«r. h*;p«y b*. 
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UNIT IV 

* * V * ■* - 

PRICING n A MARKET ECOMOMT 

. : / ' *- 

n V * , * . : • . 

STATING THE ISSUE 

- . f : T' < ' 

£ X V ' ' *' <i ' ’ * ’■ 1 ■' • “* 

The functioning of a market economy depends primarily upon 
li^ividbal producers and consumers pursuing their own self- 
in teres t?* If an individual consumer in the society wants 
something badly enough, he will show this by his willingness 
to pay for it. This willingness to pay in turn will provide 
the, incentive for s$ne producer to supply the need provided 
that jie can cover all of his costs end his necessary profit 
in the price that the consumer will be willing to pey» The 
consumer then feels that it is in his self-interest to pay 
that price in order to get something that he wants that he 
cannot produce so cheaply for himself • And the producer 
feels that the sale is in his self-interest because he gets 
a better return over and above his costs producing this good 
than by producing! any other one One man pays a price, and 
the other receives it; but both feel they are better off be- 
cause of the exchange. 



For the next few. days, we are going to study the nature of 
the pricing system in a free market economy, We shall look, 
first, at how the pricing system works under completely 
competitive cendit iods ^ We ib*li examine how prices' operate 
in determining whatshould te produced; how it should be 
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READING XIII 

« 

THE NATURE OF A PRICE SYSTEM 

No society depends exclusively upon any one method for allocating its 
scarce resources. However, while the American market economy answers 
some economic questions in terms of tradition and some in terms of 
command, predominantly the answers to the basic economic questions are 
determined by the operation of a price system within the market. 

Because most of us have lived in a market economy ail of our lives, 
we tend to take it for granted. But could we explain to a stranger 
to our system how the market mechanism works? The following passage 
illustrates this perplexity. As you read it, outline an answer to 
the following question: 



1. How does a market economy decide — 

A. What will be produced? 

B. How will it be produced? 

C. For whom will it be produced? 



* From Robert L. Heilbroner, THE MARINS OF ECONOMIC SOCIETY 
(Englewood Cliffs, N.J.: Prentice-Hall, Inc., 1962). 

Simple discussion of how one would act as consultant to emerging 
nation and try to explain the market economy. 



How can we answer the questions raised by this passage? How can it 
happen that millions of unrelated, individual economic choices about 
what to do, buy and sell can satisfy the needs of an entire society? 

In order to figure out an answer to this question, we must start with 
a few basic definitions: 

1. Market - any place where an exchange of goods or services takes place; 
also, the act of buying or selling of a particular good or service; 
usually reserved in economics for those situations where the exchange of 
goods or services takes place at prices set by consumers' demand and 
producers' supply 

2. Market price - sum of money at which any exchange of goods or services 
takes place in the market 

3. Money - generally accepted medium of exchange 

4. Scarcity - condition when resources, goods or services are limited in 
supply in relation to the demand, for them 
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5. Allocation of re$uu?oa*'r choosing to use production facilities for 
one purpose rather than another 

o. Mobility of resources - movement of productive resources, such as 
labor and capital, from one productive activity to another 

Using these • definitions- and , assumptions as your guide, com to close tomorrow 
prepared to vetch an&hssr a nllda tape offering an explanation of a simplified 
market economy in which there are only two goode produced and consumed. 



. ® 
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• a , READING XVI 
DEMAND AND* SUPPLY IN THE MARKET: I 

A popular college textbook sets out the law of supply and demand as follows 
"The law of supply , and .demand states that the market price and the quantity 
sold will be determined by fip^ply and demand in competitive markets." This 
statement contains t five key fcdrms: market price, quantity sold, supply. 
demand, and competitive markets. Perhaps the best way to understand these 
five terms is through an example such as the supply of, end demand for, ice 
cream of a certain quality in a particular town during a particular year. 

* ti^; The f market price of a quart of ice cream is the Sum of faoney 
; given by- the ‘consumer and received by the seller in exchange 

* :i for a quart Office cf earn. - ' 

••• • • 'i-.. • ' • ■ . • • 

Quanti ty/ sold means the number of quarts of ice cream which 
will he sold to consumers during a certain time period. 



I < 



jr ^Uawand means the -entire list of quaw jities of ice cream that 
consumers would buy at various prices at a particular time. 
U* r * i* an example of the demand "for ice cream in a town. 
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Table l 

the Demand for -$ca Cream in Torn A on June 1 
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be a single nurfber beceuse within e finite range of prices thers would 
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(Test your understanding of the idea above* Why would it be 
impossible for you to give any simple one-word answer, other 
than the word "none," to this questions "How many shirts do 
you want to buy?") 

4. Supply means the entire list of quantities of ice cream that 
’ suppliers will offer for sale at various prices. Hera is an 
> example of the supply of ice cream in a town* 

Table II 

The Supply of Ice Cream in Town A on June 1 



If the price were Producers would want to supply 



$ .80 per quart 1200 quarts a week 

?< 1 AAA II II II 



.75 


«l 


II 


1000 


II 


II 


II 


.70 


II 


II 


850 


II 


II 


II 


.65 


II 


II 


700 


19 


II 


II 


.60 


II 


II 


600 


II 


II 


II 


.55 


II 


II 


550 


II 


II 


II 


.50 


II 


II 


500 


II 


II 


II 



The supply of ice cream is this entire schedule of prices and quantities 
which would be offered for sale. In Other words, the supply is 1000 
quarts a week at 75 cents, 850 quarts a week at 70 cents, 700 quarts 
a week at 6 5 cents, 600 qu arts a week at 60 cents, 550 quarts a week 

at 55 cents and 500 quarts a week at 50 cents. The supply of ice cream 
could never be a simple number such as 1000 quarts, because within a 
finite range of prices there would always be more efficient producers 
willing and able to sell ice cream et a lower price, and less efficient 
producers willing and able to sell only at a higher price. 

5. Competitive markets mean primarily that a large number of 
producers are offering similar products for sale' and that no 
one producer is soslarge that he can raise or lower the price 
of a product significantly by holding his product off the 
market or by offering more of it for sale. It also means that 
there are many independent buyers anxious to buy the goods and no 
one buyer i* so influential that he can significantly false or 
lower the price of the product by his willingness or unwilling- 
ness to buy. 



o 
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Today we will begin to study the way in which the "law of supply and 
demand" helps to determine prices. We will concentrate our attention 
on the demand side of the picture although supply will also be con- 
sidered. In the next reading we will focus upon supply, giving demand 
secop^place , As you read* today, keep the following questions In mlod* 
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1* What P is demand? 
determine market 







i# supply? How do thiy 



il h ^What is a ehange^h demand? What types of 
Mv , developments eauf# demand to change? 

3* Did demand a Ion tv determine the Quantity hold 
andefehe market ^ |flce- inthe examples givenin 
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EFFECT OF DEHAND ON THE MARKET 

t ; ; 

Metropolis Is s well established industrial city. About half a million 
people live In the city Itself with another million In the surrounding 
suburban area. The economy of the entiye, area Is based .upon heavy 
Industry and Income varies widely f rpm time to tlme v depending on the 
'prosperity of the mills. 

In a competitive market economy, many small businesses supply similar 

th * * OMUw r« Of an area. For example, In Metropoilp, more 
than fifty dairies produce Ice cream of comparable quality. Each 
competes with the other for business. 

The influence of total demand on production became clear several years 
ago during a part icularly hot su mmer; The winter had beenjong and 

bitter. A cool, dark May followed a springtime marked by heavy rainfall 
and cool evenings. The ice cream business at the beginning of the 
summer was in the doldrums. The following table indicates the demand 
picture for ice cream between May l and June l: 



Table I 

Demand for Ice gream, May l - June l, 1963 



If the price Were 



ir 






.80 

■M 

.70 

.65 

.60 

.55 

.50 



«/ 



Consumers would buy 
Coach week) 

50.000 quarts 

55.000 " 



60,000 

70.000 

85.000 
100,000 
120,000 



n 

n 

it 

it 

ii 



u> Dpring the summer, three developments took place each of which affected 
the demand for Ice cream pnd changed the market price. The first 
development was a sudden not spell. The stores were besieged with 
demands for lice cream. This hot; weather changed the demand for ice 
cream aa follows: 



Table II 



r^irnamr Week of June 1 - June 



V0 2 



o at};)' 



A- 



' ' ' ■' 'i t,6i 

Oc 



Consumers would buy 
60,000 ^uarnn 

it 
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Compare Table II with Table I. Notice that the amount of Ice cream 



which consumers would buy had changed at every price listed on the 
table. Consumers would buy more Ice cream at .80, at .65and at .50; 
in fact, at any price for which we have estimate*. 

The second of the three developments was a strike. Forty thousand mill 
workers and their families suddenly had their Income reduced drastically 
because the strike funds paid by the union were not nearly so large as 
the men usually made In wages. Moreover, many businesses which depended 
’fepdh workers for sales reduced hours for iielr employees or laid 
- soafc of them off entirely. Within a week, this development had affected 
the demand for ice cream as Table III Indicates: 



Compare Table III with Table II. Notice that the amount of Ice cream 
which consumers would buy at every price changed. Consumers would buy 
less ice cream at any price for which we have estimates. 

The third development which affected the demand for ice cream followed 
a few weeks later. A rumor circulated through the community that a 
few cases of typhoid fever had been identified and that the supposed 
cause was milk and milk products. The rumor later proved to be completely 
..false but not until after many householders had stopped buying milk 
and * milk products for a week' or so . 'Table IV indicates the effects of 
this^ deyelopment on the demand *for ice cream. 



Tabl. Ill 



DMumd for Ici Creaa, (look of June 15 - June 22 



V 



If th. price vere • 
.80 ' 




/. 



Consumers would buy 

40,000 quarts 



.75 

.70 

.65 

.60 

.55 

.50 



42.000 

44.000 

48.000 

50.000 



55.000 " 

60.000 " 




Demand for Ice Cream, Weak of Aug. I - Aug. 8 
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Obviously the demand for all products does not respond to price change 
tn exactly the same way. For example) if the price of salt rose from 
** IQC a box to 12« a box, there Would pfobably be little effect on the 
* demand for salt . Most people would buy Just about the same amount at 
the higher price. (Why!) Yet, 'if one particular brand of salt were 
the only one to go up in price, the sales of that brand might fail 
sharply. (Why?) Again, if a surgeon developed a technique for curing 
cancer, he might double or triple his prices and find the demand for 
|ie services had considerably increased rather than decreased. On the 
®fher hand, a 4dc apoundd inference in the price of a pound uf steak 
might vary the demand for iteak radically and - a 40g « pound difference 
price of butter might reduce the demand for butter, almost to 



, j 






f|ut whether the amount demanded varies a great deal with changes in 
jprice or varies only slightly, the demand of the consumer is still one 
of the two determinants of price in a free siarket. Jthe other determinant 
is supply. In the next reading we shall study the way in which supply 
and demand together set prices and determine the quantity sold in 
competitive markets. --.w* 

Glossary : 

i- supply i schedule of quantities which milt he supplied per unit 
of time at various prices 

2 . demand - schedule of quantities of a particular good of service 
demanded per unit of time at various prices 

,3. competition « a market condition fir which many buyers and many 
sellers exchange an identical product; no single buyer or teller 
la^abie to influence price or quantity •lkhlflcantiy^ and* no 
coilusionexiats v 
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READING XV 

DEMAND AND SUPPLY IN THE MARKET: II 



In the previous lesson we looked at the. role of demand in setting market 
'Prices. Today we tike a similar hard look at supply . 5 * • ' 

Supply was defined in the previous reeding as the amounts that suppliers 
(Or* producers) will offer for Stolen ite 'different prices. Supply is thus 
a whole schedule of prices and quantities that w 0 uld 9 .be offered for sale. 

In the, case demand , our mammon sense tells ua that: customers ordinarily 

aa. the price „oi^ Two 

reasons lim back Of general pattern of behavior First, consumers 

" it; higher, and secondy consumers want 

in yridt : j^dome ' relatively Ipbre aftkaetiva 

. ' ’■ ’ ■ : ' - - - : w >- - ■ ■■ ■ • ; 7 . 

c., <! ; d • ' j 

it# &?o key e^Unatory 
* customers 

m is out*) 
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On the supply side, Che situation is reversed* Here, as prices rise, 
Jre will expect producers to hr ing more to the market place. This Is 
r true both for (1) those, producers wtyo are already in the business and 
who feel they can profitably produce note to sell at the higher prices 
' and ($,% for- new pro.ducersyhow,iil be lured into the field by the 
brighter prospects for profits. 



■T , f ' ■ 



f fbr old and new producers alike, the key factor in determining the 
■■■■*£ amounts supplied will be their costs of production in relation to 
the prices at which they expect to sell. The higher the market 
price, the more costs the producers can cover. Conversely, as prices 
drop in any field, a few producers who are less efficient than others 
will soon find that they cannot even cover their costs and will drop 
. . trut of production. Other producers may still be able to cover their 
^ c chsts, but they Will sense that they could do still better by switching 
i /tO v the manufacture of another product, and will do so. 



- * ■* 



In the previous lesson we looked at. a number of factors that might cause 
a change in demand for any product. Now we can bring supply considera- 
tions into the picture to get a fuller view of how markets work. 



I*t'8 look er the changes ^hat took place in the supply of ice cream 
lii the city of Metropolis during the summer of 1963,. As* you recall, 
May 1963 was cool and rainy in Metropolis and the demand for ice cream 
between Mfy 1 and June 1 was 4 



Table 1 

Demand for Ice Cream* May T • June 1, 1963 



the price were 






vfj 



Consumers would buy 
(each week) 



.80 

.75 

.70 

• 65 

• 60 
.55 
.50 



50.000 quarts 

55.000 " 



60,000 

70.000 

85.000 
100,000 
120,000 



•i 

•• 

•f 

91 

•• 






same the manufactured ice cream in 

Metropolis werewitUngtosupply ice cream as follows: 
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/D iTable II 






Supply*! Ice CreaWis^ June 1 , 1963 









^fiNpoducers : would be willing to 



'^fUm ^ ... . ... 

^ ^ (each 

* W quarts 
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Actually, during the month of Kay, Metropolis ice cream producers 
produced 70,000 quarts of ice cream which were sold to the consumer 
at 63c par quart. Can you figure out why? 

..... • «* ■ * * ■* 

What would have happened if the price during that month had been 
fixed, say by government, at 73c a quart? At 53c a quart? 

When the weather suddenly; turned hot, the demand for ice cream 
in Metropolis changed i^ vfollows: 

Table 111 

Demand for Ice Cream in Metropolis, Week of June 1 - June 8 



the orice were 


Consumers would buy (each week) 


• .80 - 


* 60,000 quarts 


.73 


70,000 » 


.70 


85,000 M 


i # e 1 m* * M- . *** ** 

.63 


100,000 •• 


.60 


120,000 M 


.55 


150,000 M 


.50 


180,000 " 



Instead' of producing 70,000 quarts of ice cream a week and selling it 
st 63c a quart as in the previpus week, the manufacturers produced 
./ ,83,000 quarts which were ‘Sold to consumers at 70c a quart. Did this • 
represent a changelnsupply or was it simply a change in the quantity 
supplied (i.e.*i a new supply table, or a movement within the existing 
table> ? . >• •’ 

Producers reacted to; this change In demand by deciding that, as 
long as more people were willing to buy ice cream at a higher price 9t 
, r It might new be ecoqpmie for them to use some of the old ice cream - 
making equipment they h^ayan 9 1 been using because of its lower efficiency 
and higher operating costs*. Or some of them may have decided to work 
, .their men overtime and pay them h igher overtime rates. This would 
.. increase the cost of .producing each quart of ice crqam, but why not if 
y£he. consumers are now wiling to pay enough per quart of ice cream to 
cover these costs and still leave a profit for the producer? Some might 
*|Vjtn have dec ided to buy new equip ment to give the m gre a ter ic e cream 
making capacity if they thought the demand was likely to stay up long 
enough to justify this extra investment. Or some milk company that 
ha4 pevsf produce d 5 ige cjrepm before might have decided that, with so 

creaafiat a higher price, this was the 
. ^ tjLme for, themto s£a$t producing ice cream* , •. * > : 

' *■ • *** >r. • * t , • >•; • :• * V ' 1 4 1'rV- /,« * ... * ' '« • 

Hoy point, here^thep is thatasderaand changed in the hotter weather, 
propers, brpught mor^ ice^cream to the market, They did this not 

•* 10 ^ ' it was traditional 

to do it, out rather* because the actjbqq of : the consumers in bidding up 
the price acted as a signal to producers to increase the stocks in the 
stores. In their self-interest, producers brought more ice cream to 
c^rket at the higher fwritei; And in their own self-interest (remember 
it was hotter!) custc&^i bought more, even at the hl|her price. 
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The rest of this lesson consists of two short cases showing supply 
factors at work under contrasting but real-life situations. As you 
read them, keep these questions in mind: 



1. Are either or both of these cases an example of I 
supply under conditions of perfect competition? 

2* Why was it possible for American manufacturers to 
produce so many hula hoops in so short a period of 
time? How did these producers get out of the busi- 
ness so quickly when the fad died? How does this 
supply story differ from what would happen if there 
were a sudden fad for private helicopters? 

3. What is Madame Utrillo's strategy in the way she is 
selling her late husband's paintings? Is there 
anything risky about her strategy? 

I. THE CASE OF THE HULA HOOPS 

In July, 1958, two men in San Gabriel, California, started the nation 
spinning into one of the wildest fads of the decade. They invented 
the hula hoop. 



The men, who owned a small firm called the Wham-0 Manufacturing Company, 
secured the assistance of technical men from a major polymer chemical 
company to design a. simple plastic hoop about 30" in diameter. The hoop 
was meant to be placed about the body at waist height and then kept 
spinning there by rapid and rhythmical twisting of the hips. A simple 
enough idea, once somebody had thought of it l 

The fad spread at a dizzy pace. And its variations were unending. Some 
children and adults, too, specialized in seeing how many hoops they 
could keep going at one time using body, arms, and neck; others entered 
competitions to see how long they could keep the hoops spinning. There 
were classes in the fine points of hoopery, health clubs to promote the 
spinning habit, and "hoop-it-up" parties. Nor was the fad confined to 
the United States; Paris; London, and Tokyo were soon caught up in it. 

A Belgian expedition leaving for the Antarctic reportedly took a hoop 
along for the trip. 



The Wham-0 Manufacturing Company was not alone in the field for very 
long. Within two months of the original hoop's appearance, at least 
twenty companies entered the production field. Manufacturers of piping 
and hose, quickly converted their equipment to turn out the simple 
extruded plastic hoops. By mid-September, LIFE magazine estimated 
that twenty million hoops had been sold. In those two months, they 
represented about $30 million in retall sales. ^ (Hoops sold from as low 
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At quickly as It cams, the fad spent itself. Tht manufacturers of 
piping and host want back to making piping and host • Tht retailors 
left with a large supply of hoops sold then at sacrifice prices; one 
of them cut his hoops in half and sold them as loops for a decorative 
garden fence. ) So it was that a few years and 

20 million hoops later a child could ask his parents •"What's a hula 
hoop?" 

* * * * * a* ■ 

IX. THE CASE OF THE UTRILLO PAXMTXNGS 



V - v *> - 



' Maurice Utrillo was a. French; painter whose work so often featured 
A s^.fhe streets and the buildings of Montmartre in Paris. Typically 

the colors in* Me pictures are light; again and age in • white buildings 
^'bathed in sunlight dominate. While a gallery filled with his works 
jplght be somewhat monotonous, each of his pictures by itself has 
V r proved very popular. Prints, of his work are to be seen in many homes. 

When he died in 1955, it was known that a large collection of his 
m painting* had still not come into the market for sale. His widow, 
who had owned .the unsold paintings and had managed his affairs for 
mm years, made if: clear, that she would be offering them for sale 
i- only one by one and at a rather slow rate over the years. 
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In the last unit we studied jthe way In which the pricing system works 
in a completely free market economy* (And, in the case of the Utrillo 
paintings, we saw a highly, restricted market with only one supplier*) 

In the next unit, we shall look at the pricing system at work in some 
^specific American industries* While Americans sometimes think of their 
Industries as operating undef a completely competitive pricing system, 
or, in other words,* within a' completely free market, in reality there 
-\.is ' no economy so operating, nor lias there ever been one* The degree of 
competition or lack of competition with which American industries 
operate . differs for every industry* One might plot a spectrum ranging 
f pom completely competitive to; completely monopolistic with every 
industry . represented by a slightly different point on the spectrum* 

The unit which you are about to begin carries us beyond any overly 
simplified view of the economy as either completely competitive or 
completely monopolistic* It deals with some of the more interesting 
points along the spectrum between those extremes* The unit has one 
central purpose: to deepen our understanding of how markets do and 

do not work in the contemporary American scene* And one moral emerges 
from this survey: keeping competition alive and socially useful 
presents baffling problems* 






READING XVI 

THE MARKET SOCIETY: THE CASE FOR COMPETITION 

Sometimes a "model" or simplified picture helps to make an institution or 
process easier to understand. A model does not pretend to be a picture of 
the real world with ail of its complexities. Instead, it deliberately 
drops some of the complexities so that a special point can be made. For 
example, one purpose of a model may be to offer us a benchmark against 
which We can compare the real world. 



"Pure competition" is such a model. There is probably no industry that 
fits all of the characteristics which the economist associates with pure 
competition: 

- a very large number of producers, each so small in relation to 
the total sire of the market that his production will make no 
significant difference in either the price or the quantity sold 



- an identical product marketed by these producers, so that the 
consumer has no preference as to which producer he buys from 

• easy entrance into this field of production, and easy exit 
for those who fail in it 



•an absence of any collusion on prices, quantities, or quality 
among these producers. 



At the opposite end of the scale, we know of no industry that has all of 
the characteristics of "pure monopoly": 

• one and only one producer of the product 

• no satisfactory substitute for this product 

- no practical way in which a rival can get into the business. 

If these two situations have no real counterparts in the world, why talk 
about them? They help to orient us to the world around us by providing 
some fixed benchmarks; a particular industry can be located, at least in 
a rough way, by seeing how close it comes to or departs from these 
benchmarks. . 

» 



Many economists might agree, for example, that some e£ America's key 
industries «&gh% be classified somewhat as follows: 
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Agriculture Meet pecking Steel Telephone 

Coal Canned food*. Autos Water 

Cotton textiles Tires Gas 



Flat glass 
Cigarettes 

Some of the later lessons in this unit will talk about issues that arise 
at different point 8 on this spectrum. What happens,, for example, when 
there are Jjist a few sellers and they begin to collude with one another? 
Or what happens towards the other end of the spectrum when there are so 
many competitors scrambling for the available markets that some producers 
are in economic distress but yet do not . leave the market? 

But first we want to examine, the case that is usually offered in favor of 
a high degree of competition in markets, wherever that competition can be 
achieved consistent with other goals such as technical efficiency. 
Americans have gone further than people in any other country in praising 
competition and in curbing monopoly. In spite of the drift In. some 
industries^ our announced position continues to be that, where possible, 
we want bo be closer to the left end of the spectrum above than to the 
right end. Why is this so? 

As you read the next pages from one of the most famous economists that 
the United States has produced, keep these questions in mind: 



1. What i 8 gained by maintaining competition? 

2. Are there times when competition is not desirable 
in markets? 



THE CASE FOR COMPETITION* 

* From John Maurice Clark, ALTERNATIVE TO SERFDOM (New York: Vintage 
Books, 1960) as reprinted in Paul A* Samuelsoh at al., READINGS IN 
ECONOMICS (New York: MbGraw-Hill, 1964) 4th ed.7~188-190. 

A discussion of competition and at what point competition threatens security 
What its value is to the market economy and the necessity for competition 
to remain dynamic* 
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READING XVII 

* ■>. -.'■■■ ° ' • - < 

SOME CASES OF COMPETITION 

Today's lesson is a series of cases*— one long and two short— designed to give 
you a feeling for the practical meaning of competition as it might appear in 
American businesses large and small. Each case asks you to see the "invisible 
hand" of competition made visible to individual entrepreneurs. While you are 
thinking about these cases and trying to get a firmer grasp of competition's 
meaning to the entrepreneur, remember though that the ultimate im; act of this 
process is on the consumer. That is, few men have argued that competition is 
designed to make life simpler or better for the entrepreneur already established 
in a particular field; the argument has been, rather, that competition makes life 
more rigorous fox; the businessman and does so in order to advance the consumer's 
wellbeing. 

The Case of the Lemonade Stand 



Suppose once again, as in an earlier lesson (Reading XI), that you have decided 
to set up a lemonade stand outside the park where your local baseball team plays 
its home games. (We'll assume too that you have the permission of local 
authorities to do so.) Now let's try to sea who your competitors are, what 
competition amounts to, and how you might meet that competition. 

* r * 

Who are your competitors? 

For each of the following businesses, decide whether or not you would 
consider it to be in competition with you and be prepared to defend your answer. 

1. Refreshment stands inside the ballpark. 

2. A soft drink stand just like yours but located hear another 
entrance to the park 

3. A restaurant one block away 

4. A downtown restaurant some two miles away 

5. A gasoline service station across the street from you 

6. A bar one block away 

7. Water fountains inside and outside the ballpark 



What will determine how many more competitors come along? 

How might each of the following factors play a part in determining whether 
more lemonade stands just like yours are set up outside the ballpark in the 
weeks ahead? 

... 1. The price which you charge for your lemonade 

2. - The winning record of your hometown team 

3. The weather 

4. . The quality of your product 

5. The attitude of local authorities towards more small businesses 
near the ballpark. 



How will you react to more competition? 



Suppose the owner of a nearby stand just like yours does each of the follow- 
ing things. Which of these would you consider to be fair competition? Which 
seem unfair? What are the basic criteria you have used to separate "fair" from 
"unfair"? (Would your classification of any of the tactics change if you had 
been the first one to use it?) • . [ M . /' ■■f L 



1. The other owner announces that second glasses of lemonade to any 
customer will sell at half price. 

2. He puts more ice in his lemonade and introduces more expensive paper Cups. 

3. He starts using fresh lemons rather than bottled lemon juice concentrate. 
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4. He adds cherry juice to the jtmonade end calls it "Cherry Lemon." 

5. He adds a tasteless, red vegetable dye and again calls it "Cherry Lemon." 

6. He advertises, "You’ve tried/ the. other ope*- -now try the pure one." 

7. He adds hot dogs to his line of merchandise. 



Now suggest what cOuntcr-tactics you xnight pursue to meet each of these 
moves by your competitor. For '’’eaoh b&hteV-^actie,'' indicate what effect you 
would aspect this to hpvi oi *(i) yc^r ? cists of operating the stand,* (ii) your 
sale#, arid(iii) yourtfrdfits. ' * - - • 






»:■- •> . ; 

’ • * 






The Case of the Cossack Jackets 



This case is less structured. Suppose now that you operate a somewhat bigger 
business. You manufacture clothing for teenagers. You recently produced a 
nylon jacket designed, in cut and color patterns, to look like the coats worn 
by Cossacks. Somewhat to your surprise, the jackets are a great success and 
you are selling them as quickly as your factory can turn them out. 



Using the kinds of points raised tinder each part of the' previous case on ’ 
lemonade stands, offer a preliminary analysis of each of these questions: 

who will your competitors bet 

— what will ‘determine how many new compet itors come along? 

— how might you successfully meet the competition that arises? 



The Case of the Steel Producer 

This case is like the previous 'one* Now you are the chief executive of a major 
steel producing firm. . 

— whom would you consider to be your competitors? 

— what will determine how many new competitors come along? 
what might you dp in 'the face of .this competition and what 
consequences would you "expect from these ’actions? 
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READING XVIII 

PROBLEMS IN MAINTAINING A COMPETITIVE MARKET SYSTEM: AGRICULTURE 

The agricultural industry might well be termed the most striking paradox 
of the American economy* A near-perfect description of an industry with 
characteristics .uitable for maintaining a competitive market,, the 
agricultural industry has become critically dependent upon government 
control. In an attempt to help you gain insight into how this contradic- 
tion came about, today's reading will consist of a set of problems. 

These problems describe actual historical developments within the American 
agricultural industry. To gain insight into why the events described 
resulted in particular economic problems, start by listing those character- 
istics of the agricultural industry which make that industry particularly 
adaptable to a competitive market. Before making this list, refer back, 
to Reading XVI. What are the characteristics of a competitive market? 

How accurately do these characteristics describe the agricultural industry? 
As you analyze each problem, ask yourself the following questions. 



1. How can each one of the factors described in these 
problems be fitted into the demand and supply 
analysis of recent readings? (Prove to yourself that * 
"demand" and "supply" can be thought of as two filing 
drawers into which you can place market changes for 
easier and more orderly analysis.) 

2. What factors worked against the maintenance of a 
free competitive market with the agricultural 
industry? & 



Problem I 

During the* first two centuries of American history, the farmer became a 
symbol of hard manual labor and independence. About the middle of the 
nineteenth century, mechanization introduced new methods in farming — 
as farm machinery became more and more common, the farmer needed more and 
more acres to farm profitably. 



In what way would this development affect competition within 
the agricultural industry? - 




! 
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i Problem II' 

Proa 1900 to 1910, the non-ruret population of the Itaitied States grew 
! by 40Z. 

I How would this growth affect the agricultural industry? . 



Problem III 

. • \ r * • *■«■■■ -* • • •' • . ' ■ 

i 

During World War I, the United States became a leading food producer for 
the warring nations. To stimulate production, a minimum price for vital 
drGjjps, such as wheat, was established by the newly created Food Administra- 
tion headed by Herbert Hoover. Farm acreage under cultivation increased 
; greatly'. ■ ; ' • ■ , • 



y» 



HoW would this affect the agricultural industry? 




Problem IV 



During the 1920s, several events affected the agricultural Industry. 
Consider the conseqeunces of each event; Individually. Then, envision, 
if you can, the total Impact of all of these events occurring 
simultaneously • 



A. 



Nations dependent upon the United States for much of their food 
supply during World War I became agriculturally Independent once 
again and began competing' again for world food markets. 



B. 



Gasoline-powered farm equipment replaced much of the horse-drawn 
machinery of prewar days. The number of farm tractors in use 
increased from 230,000 In 1920} to. 920,000 in 1930. New machinery 
made it possible for one man to do formwork that formerly required 
the labor of fifty men. 



i 



i 






C. 



Improved strains of seed, better fertilisers r and Insect control 
yielded better and heavier crops on identical acreage. 



D. During the 1920s farm acreage under cultivation expanded. 



B. Legislation restricting immigration curtailed the flow of imAigrants. 
to the United States. 



F. The displacement of 8 million horses by automobiles, trucks and 
tractors released for other types of agricultural production some 
33 million acres of farmland formerly required to grow feed for 
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G« While farm prices rose 34% between 1910 and 1924, the price of 
manufactured goods (Including the goods that farmers themselves 
bought) rose 60%, 

H. Ip the fall of 1929, the United States and much of the industrially 
developed world entered one of the most devesting depressions of all 
times* -r'- 

How would these events. Individually and collectively, affect the 
agricultural Industry? 

Problem V 



1* In 1932, somewhere between 13 and 15 million Americans were unemployed 

2* In the early 1930s, many of those fortunate enough to have jobs 
suffered substantial cuts In wages or hours, 

3, By the spring of 1933, farm prices fell 64% below their 1929 level. 

By the spring of 1933, prices of manufactured goods fell 34% below 
their 1929 level, 

4, Farm families* cash income dropped from $11 billion in 1929 to $5 
billion in 1932, 



5, Due to faulty agricultural practices of previous decades, millions of 
acres of western land were ruined. Dust storms blew away thin topsoil 
and thousands of farms were abandoned. Hundreds of thousands of 
farmers lost their land and were reduced to the status of migratory 
agricultural laborers. 

How would these events affect the agricultural industry? 

" Problem VI 



1, The Agricultural Adjustment Act of 1933 authorised the Secretary of 
Agriculture to pay farmers to reduce the acreage of crops already 
produced in such abundance that prices would have had to drop still 
further in order to find customers to buy all that was available for 
sale, Cotton producers were paid $113 million to plow under 10,4 . 
million acres of land already planted, 

2* . The Soil Erosion Act of 1935 authorised the Secretary of Agriculture 
to make payments to farmers who employed methods to prevent erosion 
and restore soil fertility, ' V v » •-/ ;V 

3, The Agricultural Adjustment Act of 1938 introduced the concept of 
parity prices* Parity represented a price relationship between farm 
products and manufactured goods , > guaranteeing the farmer a price 
which would insure his receiving for his crop a return sufficient 
; £p. purchase as many manufactured goods as the return on an equivalent 

ierpp wouldhave; purch^ • a stated ^ pi^odi 1 ‘Usoatiy'i$fQ’»1914 , ! 
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Through parity, the r government guaranteed the farmer a minimum price 
on twenty basic commodities. If the market price went above the 
parity price set by the government — the farmer was free to sell his 
bai^Mrf^u^ tu kigfter, market price,;; If the market price fell 

*® rced to W tl * e tpwaer the difference 
Parity and. the lower market price. If, in addition, the 

^ rmer was unable to sell his total production of these basic coranodi- 

open market* the government agreed to buy at parity and 
store his surplus production. . 

. ■ * * k * 4 . 

How would this legislation affect the agricultural Industry? 






Problem VII 

During World War II, American farmers harvested the largest crons in 

hl8t “*?* Fam incca * doabl « d between 1940 and 1943. 

billLn lT lOif® * ttcr .* r ** a £rom le «« $5 billion In 1932 to over $70 
aene««^ w Agriculture was more prosperous than it had been In a 
generation. But farm labor was scarce because of the military draft and 

Ittr« tive to fn^** ln W ‘ r p ^ nt,; “ • inters found It 

farms ' tiV8 inttoduc * productivity-increasing machinery on their 

; *:V ;r. •>/. - V '• •• ;• '*V4. .> 

i W* would this prosperity affect the agricultural Industry? 



1 
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Problem VIII 

In 1956 Congress passed the Soil Bank Act. This act provided for paying 
farmers a large proportion of what their land might be expected to produce 
on condition that they withhold it from production. 

How wouldthls affect the a'grlcultural industry? 

\ ■' r ' ‘ 1>- • ‘ t ,U S ;! 4 ; i ‘ f . • ' : v J. J; f ?< >. /•-. ' .4 't. v.'4 ; • 

v: *r ,• •• ■ . .. 

^ -v ;; v;* ; . -s problem IX :• >•••• 

In 1964, the U.S. Supreme Court Issued a sweeping order that many people 
believe will force the states to maintain more equally sized legislative 
districts than hed beenrfcrue in the past. Typically farm areas have been 
overrepresented in many states and sometimes in the U.S. Congress too* and 
urban and suburban areas have beer, underrepresented • 

^ How will this court decision affect the agridiilturai Industry? 

:V th abasis of } the; nlne v problems presented, in today * s reading , write a 
short paragraph agpl^lniftig? piidhg pjracticea in the American agri- 



dulturtl indu.ccy dvirlcc.d fram c compccttlv. mark.e cystMi co one very 
,4cpu utowt^ on> »**«« *W« p.r.gr.ph t« cl... with 



*** •! '. 


.. 


■ • : 


! . .1 , ■ . ■ : .■ 


i 




’ : 0 ,->Ji -■ 
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Glossary ; 

parity -the relationship between the prices received by farmers for 

.their product* and the prices paid by farmer* for their purchsses 
during some past period, usually 1910-1914. 

♦ * * ******** 



Reading XIX 

MAINTAINING A COMPETITIVE MARKET SYSTEM — PROBLEM AREAS ; 

THE STEEL INDUSTRY (AN OLIGOPOLY) 

In looking at the agricultural situation, we were studying an Industry that 
despite --or because of? -- a high degree of competition, had serious 
enough difficulties to lead to governmental interference in free markets. 
Many American industries, unlike agriculture, lack many or all of the 
characteristics normally considered parts of pure competition. Today* s 

lesson looks at one of these industries and shows that there are problems 
there too. 



In some industries, no firm is likely to survive unless it can reach a 
else in plant and production sufficient to permit it to take advantage of 
the best technology and the best marketing methods. When the investment 
required to reach this oise is very large, it may be true that only a few 
firms can survive. Such an industry with only a few producers in it is 

called an fV oUgopolyd ,f (Greek for "few sellers.'* Contrast "monopoly" - 
"one seller") r 7 

Three companies — General Motors, Ford, and Chrysler •• make nearly all 
the automobiles in the United States. They constitute an oligopoly. Over 
75 per cent of sales in their respective industries are made by the top 
four producers in cigarettes, linoleum and rubber tires. In many other 
major American industries, half to three-fourths of the total business is 
done by fewer than ten firms. All of these are oligopolies. The few large 
companies dominate economic decision-making in those industries. The 
other, smaller firms participating in the Industry must ordinarily be 
willing to go along with the decisions made by the few. Conditions that, 
might lead to development of an oligopoly within ap Industry ares 

1. Capital requirements are relatively large, constituting an 

obstacle to the entry of new firms; 

* • 

2. Large-scale production is necessary for low-cost output. 

In today's reading, we are going to examlnc pricing ptactlces of the steel 
Industry, an oligopoly. Here Is an industry which falls somewhat towards 
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the monopoly end of our spectrum of market structures, but note that 
there may still be vigorous competition between steel and other products 
(aluminum, glass, plastics, concrete) and,*: occasionally, between steel 
companies themselves as they fight for market shares. When you have 
finished reading, write the answers to these questions: 

1. How does the relationship between one steel film and 1 
another one differ from that between one farmer and 
another? Why must steel companies be so very 
conscious of one another's activities? 

2. How large a part do the forces of supply and demand 
ploy in setting prices within the steel Industry? 



On April 10, 1962 a price increase was announced by the United States 
Steel Corporation in a statement issued by Leslie B. Worthington, president 
of the. company, and the man who went to the White House at 5:45 that 
evening to tell the President cf the United States-about the increase. 

In part Worthington said: 

"Since our last over-all adjustment lit the summer of 1958, the level 
of steel prices has not been increased, but, if anything, has de- 
clined somewhat., This situation, in the face of steadily mounting 
production costs which have .included four Increases in steelworker 
wages and benefits prior to the end of last year, has been due to 
the competitive pressures from domestic producers And from imports 
of foreign-made steel, as well as from other materials Which are 
used as substitutes for steel. ... 

"•••taking into account all the competitive factors affecting the 
market for steel, we have reluctantly concluded that a modest ' 
price adjustment can no longer be avoided in the light of the 
prpduct ion- cost increases that have made it necessary."' 

On April 11, the day after U.S. Steel's announcement, President Kenned” 
held a news conference. He began with the following statement: 

"The simultaneous and: identical actions of United States Steel 
and other leading steel corporations increasing steel prices 
by some $6 a top constitute a wholly unj ustif table and 
irresponsible defiance of the public interest. 

"In this serious hour in our nation's history, when we are con- 
fronted with grave crises (a Berlin and Southeast Asia, when we 
; * re devoting pur energies to economic recovery and stability, 

: ^ ien »«Hi0g respi^ists to leave i^eir homes end family 

for months on end, and seirvicemen to risk cheir lives. ..and 
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^•Bfelng union members to hold down their wage requests, at « timm 
^hen restraint and sacrifice are being asked of every citisen. 

■ American people will find it hard, as I do, to ajeieo* . 
Situation in which a tiny handful of steel executives whose • 
pursuit of private power and profit exceeds their sense of 
public responsibility can show such utter content for the 

Interests of 185 million Americans. n 



*• • •: 



Two readings in this lessons 

?MS? e ASu°23; 1962? 1 * A * ttfc 80 Cast - NEW YORK 

Report of President Kennedy's pressure against Big Steel, forcine 

them to roll back a price rise in the interest of the na£lo£l 
economy e • * ;i -i 

aJ^Wm! 1 ^? 1 ' th> " Behin,i “* S ‘ steel<8 ***• Blunder, 1 ' FORTUNE, 

^ a L m ^ 8 J U r erb ? Ck, f' i°° k « ‘he U.S. Steel price-rise 
xiasco, in terms of the price-leader role of U.S. Steel in a 
competitive market. 



Reading XX 






PRICE FIXING 

Recent lessons have illustrated a fascinating point about the American 
economy. While professing to believe in competition, we have still been 
ingenious in seeking ways to escape It: 

-- the history of farm legislation since the 1930s is full of 
examples of attempts to Cushion farmers against the market 



•• the story of pricing in steel is, in part, one of the search 
for a system of stable price leadership under which individual 
firms will follow the pattern set by a giant rather than 
cut one another * 8 throats in price wars. 

These represent attitudes that seem to say, "We believe in competition. 
but i * 

All of these earlier lessons discussed practices that were either legal 
.already or that the parties were trying to make legal. (The steel 
companies did not meet to collude on prices; they watched one another and 
■; then acted in their Individual self interests,.) Today's lesson goes 

further; it talks about the attempt of some key firms to achieve protection 
' fE ain ®t competition's rigors by simply — and, for a while, secretly — 
j breaking the law; This is not a story of price leadership, ibut of out- 
right collusion in defiance of the Sherman Anbi-Trust Act of 1890 and of 
later latm tdilch forbade monopoly, attempts to monopolise, and I 
"conspiracies in restraint of trade." ; « f ; T ’ 




f ’ ’ ' r . . 
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Why and how this happened among some of the post prominent firm* in the 
•nation is a major story in modern economics* Above all, it seems to 
illustrate that competition is hot self •policing. A nation that 
believes in the advantages of competition, both to check possible abuses 
by individual firms and to spur progress, will have to be vigilant to 
keep that competition alive. 

As you read, consider the following questions: 



1. In what way did the price*fixing of the electrical 
equipment companies differ from the price leader- 
ship of the steel companies? 

^ • 

2. Why did the electrical companies not want to permit 
the market to determine prices in the electrical 
equipment industry? 



THE INCREDIBLE ELECTRICAL CONSPIRACY * 

- > . • ’** ■* 1 

* Richard Austin Smith, "The Incredible Electrical Conspiracy." 
FORTUNE, April, 1961, 132+. ■ 

Corporate power and corporate ethics discussed in terms of the criminal 
case against our largest electrical corporations on trial for collusion 
in price fixing under the Sherman Act* 



Glossar y: 

1. price fixing - agreement among competitors on prices that will be 
charged for specified products ■ 

2. cartel - a voluntary combination of independent private enterprises 
supplying similar commodities or services that agree to limit their 
competitive activities 

3. collusion -a secret agreement, especially one that is considered 
illegal for any reason 

4. book price - the price of something as shown in or according to the 
account books of a business 



Reading XXI 

MAINTAINING A COMPETITIVE MARKET SYSTEM •• PROBLEM AREAS: 
WHEN THE MARKET MECHANISM PAILS AS A RATIONING DEVICE 



We have now examined the way in which prices in a market economy are 
established by the interplay of supply and demand under theoretically 
pure competition. We have seen a highly competitive Industry (agri- 
culture) deviate from a pricing system relying on market forces toward a 
pricing system based, to a large extent, on government control. We have 
analyzed the forces that encourage oligopolies to stabilize prices and 
we have seen examples of both their legal and illegal pricing practices 
in the American economy. 

In looking at these specific kinds of markets?, we mmst not lose sight of 
our overall Interest: markets are of interest to us because they are 

ways of communicating signals between buyers and sellers (how much will 
customers pay for a certain type of pastry? what price will Induce bakers 
to bring a certain quantity of that pastry onto the market?), and of 
allocating our limited resources among our unlimited ends. 

This allocating function is critical in economic analysis. Where prices 
move freely in markets, the problem, solves Itself. The price of any 
product will settle at a level where the number of units that customers' 
will buy at that level just equals the number that producers will bring 
to the market. Everybody is happy in the sense that no customers willing 
to pay that price need go away empty-handed, and no producers willing to 
sell at that price are left with loaded shelves. (Of course, customers 
might like lower prices and producers would surely like higher <nes; but 
their contrasting likes produce an unstable imbalance at every point except 
the one! described above.) 

Maybe the best way to see the smoothness and the implications of markets 
as allocators is to see what happens when, for any reason, we do not 
permit markets to function freely. What happens, for example, if prices 
are pegged so high that there are constantly more products brought to 
market than consumers will buy? How then are the available customers 
rationed up or allocated among the many sellers? Or what happens if 
prices are pegged so low that far more customers want the goods than 

suppliers are willing to satisfy? How are the limited supplies allocated 
among the buyers? 



This lesson Introduces a number of exercises involving real or hypothetical 
Interferences with marketer But each one has the indirect object of 
making free market mechanisms more Intelligible as allocating devices. 
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At you read the following cases In which rationing Is not left to the 
devices of the market, consider the following questions: 



1. What are the particular circumstances in each case 
that inhibit the market mechanism from working 
satisfactorily? 

2. Do these cases imply any generalizations that might 
be made concerning the circumstances under which 
the market mechanism is a good device for rationing? 
Circumstances under which the market mechanism li t 
poor device for rationing? 



A. The Case of World War II 



the Second World War, both consumer and production goods were in 

^°« t ^ 8UPP } y relativato the greatly Increased demand. Since, by 1942, 

ILlSn A U Sl U? oar P roductivc capacity almost to the limit, price Increases 
could not stimulate corresponding increases in the supply of goods. More 

? emand for goods, goods with which to fight the war and goods 
with which to meet the increased demands of civilians who now had better- 

pay ng jobs than ever, simply meant higher and higher prices for the 
available goods. 



Our government believed that such uncontrolled price rises (i.e«, infla- 
tion) would endanger the economy and would prove unfair in their burden 
on some groups in the war period. For this reason price ceilings were 
imposed. The government set the highest price at which a product could 
be soid. It was illegal to sell it for more. But if prices were not 
to be allowed to ration goods, how would you divide up the short supply 
- a « a 6°°d8 among the many wanting them and now able to afford 
em. The answer on some goods was simply to issue priority certificates 
to a tew selected people whose need concerned the general welfare or 
prosecution of the war. For Instance, physicians were among the few 
c vi liana permitted to buy hew automobiles since their access to immediate 
transportation was deemed essential. For other goods, such as food and 
gaso ine, ration coupons were issued to ail consumers to ensure everyone's 
getting an equal share of what was available. To buy a gallon of gasoline, 
a man had to have the money (as always) but he also had to have a ration 
coupon, and the number of coupons presumably equalled the total number 

of gallons available for sale. 



Within the scope of such 
following: 



r* enyiiioa 






l. A small, neighborhood grocer has catered to a select clientele 
for many years. He is deluged with complaints from his regular 
customers because under present rationing restrictions they are 
unable to obtain adequate meat supplies to prepare the type of 
*oals to which they are accustomed. 



2. General Dwight D. Eisenhower, commander of the Allied Invasion 
forces, predicts that the end of the European war will, come within 
a few short months* 

3. A manufacturer of aluminum kitchen furniture is being forced out 
of business because of his inability to convince the government 
of his need for a high enough priority to purchase the aluminum 
he needs to stay in business* A very close personal friend is the 
sales manager of an aluminum processing plant. 

4. A rumor is circulated that tea, which has not previously been 
rationed, is going to be added to the list of rationed goods by 
the end of the current month. 

5. A law is passed permitting margarine to be colored yellow before 
being offered for sale as a butter substitute. 

. ‘V > * * * * , ‘ i . 

6. The war ends, and all rationing programs are immediately ended. 

* t 

it it it * it it it ft it it 

|\. The Case of tine World Series 

Your favorite baseball' team has won its league's pennant and is faced by 
the happy prospect of participating in the World Series. Your stadium 
has a fixed seating capacity, of course, yet every baseball fan within 
i hundred miles of your city wants a ticket to the Series even if they 
never come to see the team play during the regular season play. The 
management of the winning club must decide how best to handle the sale 
of Series tickets. It has several alternatives open to it. Consider 
the consequences of each: 

1. It can sell all tickets on the open market and sell them to the 
highest bidders. 

'ir • • 

2*. It can offer the tickets to the club's season ticket holders 
first, putting the remainder on the open market. 

3. It can fix the price of tickets, selling them in unlimited 
quantities to purchasers on a first-come, first-serve basis. 

4. It can fix the price of the tickets, selling a limited number 
(possibly only one or two) to purchasers on a first-come, first- 
served, basis. 

5. It can prayfor rain. 



The cases considered in today's lesson represent but two of the areas 
in the American economy in which the rationing of goods Is not determined 
by the operation of a competitive market mechanism* Can you find others? 



Glossary; 

1. rationing - the basic function of allocating scarce goods among 

alternative uses and scarce factors of production amona 
alternative types of production. * 

2. inflation - a general rise in prices 

********** 



READING XXII 

THE MARKET ECONOMY: A SUMMING UP 



u! recent lessons at some aspects of the American economy. 

We treated it not as a pure type of market economy because it certainly 7 
is not one, but as a shifting point along a spectrum of systems. We placed 

decision n » S* °* ™ U ***** by * aUa «*« d^entr.Iised 
decision-making in markets, but saw that it had some elements of central- 
ised planning and direction too. 01 c «*«ai- 



It is time now to shift to look at another society, again not as a pure 

a i ° ne P °! a f PJtot. .of: the spectrum but as a mixed society. The Soviet 
Union is certainly further along the spectrum towards full planning than 
we are but, as we shall see, there is more to their economy than that. 
Before we jrtiift our focus however, it is well to take another look at our- 

Smith 8 # thI° day ^% leS80 “ d0et thl * by askin8 about the relevance of Adam . - 
century*!! S*!** fam ° Ui exponeilt of the P ur « market society, for 20tli 



yam read the lesson., think about these questions* 

1. What are t,he major advantages and disadvantages 

that have come to us through our changing 
emphasis on government inthe economy? 

2. How well could the pure market system meet our 
new problems? ; 
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WHATEVER BECAME OF ADAM SMITH! 

* , , 

"Well, they may have started off together — but they've sure drifted 
a long way apart ever since." The speaker was talking not about two 
Individuals but about two of men's most Important documents, both born In 
1776. One was the Declaration of Independence in the New World, and one 
was Adam Smith's THE WEALTH OF NATIONS in the Old World. 

These two documents of 1776 are useful to talk about together because each 
says so much about the American experiment. The Declaration of Independence 
set in motion events which were to give the United States Its chance to 
shape its own political destiny and to build a democratic society placing 
heavy emphasis on the rights of the individual to choose his own destiny. 

THE WEALTH OF NATIONS provided the intellectual underpinning or support 
for the economic ideas that were to become dominant in the new society. 
Maybe no one who signed the Declaration of Independence had yet heard of 
Adam Smith* but his influence was great in the years thereafter. 

Seen against the backdrop of economic ideas that prevailed before Smith 
wrote, THE WEALTH OF NATIONS was revolutionary. The book may be seen as 
an attack on the orthodoxy of "mercantilism" that had so long held key 
parts of Western Europe in its grip. Mercantilism was a protective 
philosophy that sought to move an economy from emphasis on agriculture to 
emphasis on industry through use of the powers of the state. To effect 
this change, the state had to protect industry against outsiders in other 
economies and to regulate industry's. activities for effective growth, 
said the mercantilists. 

Not so, said Adam Smith. Put man on his own and not under the protection 
of a planning, prodding government and he will achieve wonders that the 
world had never seen. The core of Smith's radical emphasis was in three 
propositions: 

- men are most effectively motivated by self-interest; that self- 
interest, far from being deplored and smothered, should be 
encouraged to the end that men would want to move ahead according 
to their own lights. 

- men are most effectively regulated in pursuit of their self-interest 
by the forces of competition; the abuse of power by a producer is 

a real enough possibility, but it is best guarded against by 
making sure that the customer always has alternative sources of 
supply to which he may turn. 

- the best role for government is a minimal one; government must 
keep the peace and must check to see that the competitive game 
goes on, but, beyond that, lalsses-falre is the best policy. 
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This was the rationale for the market society. And nowhere in the world 
did that rationale prove more powerful than in the United States. Here 
was man's great testing-ground for the new ideas of economic liberty. 

But now we are being toid that the United States has abandoned Smith. , The 
lament is heard that, in the middle thirty years of the twentieth century, 
we have turned from laissez-faire and free markets and competition towards 
government intervention and protection. No one denies that we have the 
richest society in the world. But that was the product of the free past, 
according to this line of argument. Now we. are on the road to ruin. 

Is Smith dead? 

The surface evidence is convincing enough. Play the alphabet game, by 
simply listing the new regulatory agencies and institutions that impinge 
upon our economic life s the F .T JC . (Federal Trade Commission) , F .P .C ♦ 
(Federal Power Commission) , F.C.C. (Federal Communicati< hs Commission) , 
S.E.C. (Securities Exchange Commission), F.D.A. (Food and Urug Administra- 
tion), F.H. A. (Federal Housing Agency), C.A.B. (Civil Aeronautics Board), 
N.L.R.B. (National Labor Relations Board, as so on. through countless more 
combinations of letters until one ends with J.F.K. and L.B.J. Government 
today is « regulator, producer, subsidizer, taxer, protector, educator, 
seller, and buyer. And what would Smith. have thought of that? 

****** * 4 * 

* : v .. ’ . 

The role of government has been expanding in this century without any doubt 
But, before one can conclude what this says about the relevance of Smith 
today, he had better pause to ask why that governmental role has grown. 

Once he does that, he may not be so sure that the father of laissez-faire 
economics would deplore our actions. 

Government is bigger today for at least four broad reasons: 

1. National defense 

Smith saw the case for governmental action here as clearly as 
we do. What he could not foresee was the size of the job in 
a technologically changed world. National defense today accounts 
for half of the Federal Government's spending of $100 billions 
each year; some large part of that spending is accounted for by 
the sheer magnitude of the job in developing nuclear weapons, in 
developing protection against others 1 , nuclear weapons, and in 
seeking leadership in outer space* 

2. Large scale industry 

Again, Smith saw the need for government to call certain rules 
to keep tfre forces of competition at work. What he could, not 
foresee was the growth of large scale industry, both because 
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of new technology and new markets. Hence he had little chance 
to anticipate the delicate areas where governmental intervention 
is not particularly costly in direct dollar terms (the budget 
for the Anti-Trust Division of the Department of Justice isn't 
that big) but where it seems to the businessman to impinge most 
directly on his conduct, Ws are frankly engaged in a kind of 
balancing act: we want competition but we want big business too. 
And the resultant task of keeping competition alive among small 
numbers of giant firms in so many industries is bound to be 
difficult — and irritating too at times. But what alternative 
to a major policing job for government when the evidence seems 
clear that competition may die when there is no policeman around? 
And where competition cannot work, as in some utilities, what 
alternative do we have to government as the regulator of prices 
and production? 

* 

3. Emphasis bn human rights alongside property rights 

Here we are into a more controversial area. Smith would surely 
assert that he cared as much for human rights as any of us do; 
he would have added that those rights are best taken care of 
by the free markets. In truth, we still agree with him to a 
very large extent. Many of our most essential human rights are 
► enhanced and guarded primarily by market forces; for example, 
most job placements occur without any significant intervention 
by government. What we have done however is to soften or temper 
the workings of the free markets at some fringe points; for 
example, we have passed laws that forbid some kinds of discrimina- 
tion in those job placements or that set minimum wages to be 
paid on the jobs. Every such law raises legitimate doubts in 
some men* 8 minds even as it seems to other men to represent a 
humane advance over the completely free market. But hopefully 
Smith might see, amidst all the debate on the "welfare state," 
that market mechanisms still govern the bulk of the transactions 
in our economy. We are tinkering with, not abandoning, markets. 

4 . New social concern s 

Finally, Smith could scarcely have foreseen some of the social 
challenges raised by heavy concentrations of people in a tech- 
nologically explosive world. He who championed smallness and 
the retention of economic decisions as close to home as possible 
might be as nonplussed as we are by problems, for example, of 
our metropolitan areas. A multiplicity of separate decision- 
making units, an increased interdependence of one unit with 
another, a rapid Increase in the numbers of people living close 
together, and a sort of planlessness that communities Inherited 
from the laissez-faire tradition — all these things combine 
to make today's metropolitan area problems urgent public business. 
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We have come to a point here and elsewhere Where many Americana, 
still believing deeply that government should only do what 
individuals cannot do as well for themselves, are willing to 
conclude that this test will produce some answers different 
from those of the past. 

* * it ie it Sr it * ■' 




Where then do we come out? How relevant Is Adam Smith for us today? 




There la a shift in our economy towards new responsibilities for govern- 
ment. But this is a matter of degree. We did not at any time start with 
a laissez-faire society (which may mean that Smith might never have put 
his stamp of approval on us anyway), and we are scarcely in a headlong 
flight from it. today. Bit by bit, we are still experimenting in the 
search for a„ society that takes the best elements of free markets and adds 
to them some restraints or improvements in the Interest of Some cause not 
served well enough by laissez-faire. 

Adam Smith would recognize and applaud much in our economy. He would be 
puzzled and dismayed by some other aspects. But maybe he Would have the 
tolerance to see that we are still in the process of changing. Nothing 
much is fixed yet. And maybe he could share some of our own mixed feelings 
about this mixed economy. These are the same feelings that Robert 
HcCloskey sums up in describing the cottagers' departure from Maine at the 
end of the summer In TIME OF WONDER: "A little bit sad about the place 

you're leaving; a little bit glad about the place you're going." 



Glossary: 

mercantilism - an economic theory based on the need for government 

control and protection of economic activities 

laissez-faire - a policy of no governmental interference in the economy 
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UNIT.. VI 

THE COMMAND ECONOMY 
STAGING THE ISSUE 



We have now examined two ways societies have chosen to answer the 

,,What sha11 we produce?" Ir. a strictiy tradl 
ernnmv iety ’ cus 5°*“ would dictate the answers. In a pure market 

^S’the n a«wers w! ° peratto 8 * Price mechanism wouW 

this questions i/LwSed^nTcSd^?"' attentt °" 60 h ~ 

or*Lrket K Mtt*™« RO »h 0 ! t 'J le “ that alwa3r8 °Perate within traditional 
r . et P*«*rn«, there 1. no country that constantly functions bv 

on mand. But again, there are societies where most economic decisions 

to JE ? *1 Ml *f 8ffcup of individual, whose responsibility it iT 
to £lan the economic course that society will follow, Y lt 11 

The United States served as an example to illustrate the 

connected with maintaining a market economy. In the next unit "the 

L°Inw. ^f»! U iiiuctr.te the probleme of planning in a command 

Soviet^aconomic C |>lann»ra U * S th * specific problems confronting the 
onomic planners, we are going to spend the next five class 

of th1c^?^. eC ?ri C , P u Unning ® ane thae will introduce acme 
he complexities with which any planners must contend. 
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Reading XXIII 
ECONOMIC PLANNING 

For (the next five class periods, you are going to become an economic planner 
for a command economy. Each of you will be assigned a nation having specific 
economic resources. As a planner, it will be up to you to allocate your 
resources so cleverly that your nation will, at the end of the game, have 

a higher standard of living or a higher production level than ail other 
nations. 

As you play this game in class, your nightly reading assignments will 
introduce you to the problems faced by economic planners In the Soviet 
Union. At the end of this unit you will be asked to evaluate the problems 
of planning and to suggest solutions. 

For tomorrow, read the instructions for playing the Economic Planning Game. 
Come to class prepared to start play. You will be assigned your nation 
at the beginning Of class tomorrow. 

A SIMULATION OF PLANNED ECONOMICS 

A CLASSROOM GAME . 

Instruct ions --Sect ion A 

The purpose of this game is to introduce the student to the intricacies of . 
economic planning. Since planning in the real world is so complex that any 
attempt to simulate a completely realistic situation would result in a game 
too involved to be played without computers, economic factors have been 
simplified. However, an attempt has been made to simulate as closely as 
possible a real economy. It is hoped that the result will be a game which 

proves to be a meaningful learning experience and an interesting classroom 
activity. 

This game can be played by any number of students. For the playing of the 
game, each student represents a single nation, assigned by number. Each 
student should name his own nation. It is suggested that names of real 
nations should not be used. In your classroom world* each nation is 

naEl!n| d if °pos8ible f hree bloc «- Each »hould have an equal r.umbec of 

Nations vary in population, wealth* and potential rate of growth. 

Statistics for each nation are given in Section B of these instructions e 
Statistics pertinent to a particular nation are identified by the number 
assigned that nation at the beginning of game play. Statistics are given 
for 36 individual nations. Only as many numbers should be assigned as there 
are students playing the game. j. If there are more than 36 students playing, 
any number can be assigned more than once. 7 • 
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P laving Procedures 

l* Each student represents one nation and Is known as that country's 
Chief Decision Maker* Each student will name his own country* 

It Is suggested that names of real countries should not be used. 

2* Each nation belongs to one of three predetermined blocs of nations* 
Nations assigned numbers 1-12 belong to bloc A; nations assigned 
numbers 13-24 belong to bloc ft; nations assigned numbers 25-36 
belong to bloc C* Nations should be assigned to students in the 
following orders l, 13, 25; 2, 14, 26; 3, 15, 27; etc. This will 
insure blocs' being as equal in size as possible* 

3* Completion of a single game will involve five playing days* Each 
day's play represents one year of planning. 

4. A nation may win the game in one of the following ways: 

a* by reaching a higher standard of living than any other country 
b* by reaching a higher level of capital production than any 
other country 

’ c. by having a higher military capability than any other country 

A game may end with as many as three separate winners. At the end 
of the fifth day, results should be totaled and winners announced* 
At the beginning of each day's play, the comparative standing of 
nations should be posted for all to see. 

5* At the beginning of each day of play each nation will be given a 
Planning Form on which current yearly planning for that nation's 
economy will be completed* Although in the real world a country's 
-economy deals with the allocation of three types of resources — 
natural, human and capital— in this game a country's natural 
resources will always remain constant and economic allocation 
decisions will be limited to human and capital resources. This is 
« done to keep at a classroom level, the necessary computation 
resulting from resource allocation • 

6. Game play begins by each nation's allocating his human and capital 
resources among the following: 

a. Consumer Goods Production 
b* Capital Goods Production 
c. Military Production 

Each nation allocates its human resources first by deciding how much 
of its population will work in Consumer Goods Production; how much 
in Capital Goods Production; how much in Military Production. Each 
nation has a choice of twelve different levels of allocation as 
indicated in Table VI, Section s of these instructions. The amount 
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of population allocated to a particular type of production 
determines the rate at which each unit of capital resources allocated 
to that particular type of production will produce. In each bloc 
of nations two nations share identical rates of production. The 
rates of production for ail other nations vary. 

7, Each nation calculates its projected production figures for the 
current year, based on its allocation of resources. 

8 * Trade Agreements may be negotiated only with countries In the same 
bloc as the nation initiating the trade. Trade agreements are made 
in terms of goods produced rather than resources. Any nation (A) 
wishing to trade one product for another may do so by indicating 
the desired trade on a trading slip obtained from the instructor 
(known during game play as Chief World Bank Teller). The Chief 
World Bank Teller will post the desired exchange on the board, 
indicating the bloc alignment of the nation Initiating the tzade. 

Any country within that bloc finding the terms of the trade desir- 
able will indicate its willingness to trade through the Chief World 
Bank Teller and the trade made will be indicated on the board. If 
no country desires to trade at the terms set by Nation A, nations 
willing to negotiate a trade at more favorable terms can indicate 
a desire to meet directly with Nation A to so negotiate. 

9* Militar y Agreements . A nation may declare war on any nation not 
in its own bloc. After war is declared, nations may form alliances 
only with those nations within their own bloc. Wars are fought one 
day after the declaration of war. Procedures for fighting a war 
are as follows: 

a. War is declared by a nation's depositing a Declaration of War 
form at the World Bank at the same time that its Planning Form 
is deposited. The nation declaring war must specify the 
country against which it is declaring war. 

b. When Declaration of War forms are deposited with the World Bank, 
the World Bank Teller will post a notice on th^ board that war 
has been declared. The notice should indicate the name of the 
nation declaring war and the name of the nation against which 
war has been declared. . 

c. Once war has been declared nations may form military alliances 
.with other nations within their own bloc. A military alliance 
means nations agree to contribute all of their military capabi- 
lity to the war effort. Any nation engaging in a war must 

. commit its full military capability to that war. 

d. AUiances must be formed between class periods. When a war has 
been declared, both major parties, to the war must be prepared 

. to deposit with the World Bank a listof their allies, at the 
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10 . 



11 . 



12 . 



e. 



f. 



tUTi^ 8 ^?*? 8 °5. the , next dfl y ® period. The Chief World Bank 
T fix 6 j Wil1 Immediately add the military capabilities of the 
allied nations and indicate on the board the comparative 
strength of the warring factions. 

If neither alliance has more than twice the military capabilitv 
of the other, the ratio of their abilities is set at Isl if 
this is the case, the strongest nation of the stronger all iance 
will d raw one of two war cards, one of which states a win, rte 
other a loss. This draw will determine the winner. 

If one alliance has over twice but less than four times the 
military capability of the other, the odds for victory for the 
stronger alliance are 2,1. The strongest nation ofthestronger 
alliance draws one of three cards — two of which declare 
victory, one defeat. 

g. If one alliance has more than four times the military capability 
of the other, it automatically wins the war. 

h. Victorious nations lose none of their resources contributed to 
the war effort through an automatic system of reparations. 

Losing nations lose 257* of their capital resources and 50% 

t>f their military capability. No nation may engage in war 
against another more than once in the 5-year period of a game. 

I nternal^ Revolt . When a nation's standard of living falls below its 
indicated revolt level, internal revolt is automatic. If a nation falls 

25%° W TfV 6 ^* l r?J by 25 * ° r le88 ’ al1 P roduction i® ^creased by 
25%. If a nation falls more than 25% below its revolt level ail 

production is decreased 50%. The wealthier nations of a bloc may give 

economic assistance to a country faced with internal revolt if they wish. 

nati T 0 “ 1,187 allocate capital resources for the subversion 
of other nations. When a nation chooses to trv to win by subverting 

ethers, it must fill in and deposit with the Chief World^Bank Teller 
a subversion form. All damage due to subversion is done to production 

insLuL^rTL* ? e ! abvaralon chart » Table VII, Section B of thew 

ia ? icata * the amount of subversion damage that will result 
from the allocation of a specified amount of capital resources. 

When a nation has indicated ail of its decisions for the current year 

chan^^rd** It* po £ tion , of the Planning Form, it will pick a random 
chance card kept on deposit at the World Bank. This card will indicate 

°!!f een ^ rC T tanCe8 ^ ich affected th at nation's economy during 
foLi chancc card » the nation's planning form; and any other 

f 4 W8r ^ 0r 8ubv * raion ) pertaining to that nation's 
activlgias during the current year art then deposited at the World Bank. 



60 



As each nation completes its planning. Its Chief Decision Maker Joins 
the staff of the World Bank as a teller. World Bank Tellers calculate 
the actual economic status of each nation at the end of each year. No 
teller should be assigned calculations for his own nation. A nation's 
actual economic status will depend upon the planning of its Chief 
Decision Maker, chance, and the external activities of other nations. 
All Chief Decision Makers must deposit their Planning Forms at the 
World Bank no later than fifteen minutes prior to the end of, the period. 

13. The Chief World Bank Teller should act as clearing house for all forms 
deposited at the World Bank. When a teller is assigned to calculating 
a nation's actual economic status at the end of a year, he should be 
given that nation's Planning Form, the cnance card drawn by 1 that nation, 
any form indicating subversion against that nation, and any information 
concerning war losses pertinent to that nation's economy. 

14. Completed forms should be left on deposit with the Chief > World Bank 
Teller at the end of each day. 

15. At the beginning of the next day's play, the Chief World Bank Teller 
will return to each nation its completed form Indicating its actual 
economic standing at the end of the last year. Figures for the 

beginning of the current year will be those with which the past year 
ended. 

16. Each student should be given a set of instructions and a sample Planning 
Form on the day before game play is to begin. These instructions < V 
should be read as part of the homework assignment. » 
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Table 11 

Standard pf Living at Beginning. of Game 




Nations 13 - 24 (Bloc 11) .01 



, *♦ \ * •. . 

Nation* 25 - 36 (Bloc III) .005 



Tabla III 

. . Military Capability at Beginning of Game 

teach unit indicate* posseision of one million dollar* worth of military good*) 



Nation 

V 

i* v 


Military 

Capability 


Nation 


Military ] 
Capability 


Nation 

• 

25 6 31 


Military 

Capability 


16 7 


, < 

28 


13 & 19 


20 


16 


2 6 8 


20 


14 & 20 


16 


26 6 32 


12 


3 6 9 


V6 


15 & 21 


12 


27 6 33 


N 


4 6 10 


12 


16 * 22 


8 


28 6 34 


6 


5 6 U 

1 " T> 


8 


17 & 23 


; 4 - 


29 6 35 


4 


6 6 12 


zl 1 


18 & 24 


2 


30 6 36 


2 / 



i 'i 





Table vr 

Capital Goods Inventory at Beginning of Game 
.. (Each. unit indicate* one. billion dollar* worth of inventory) 



Nation 


Capital Goods 
Inventory 


Nation 


Capital Goods 
. Inventory 


Nation 


Capital Goods 
Inventory 


1 .ft 7 


. 7 . ' 


13 & 19 


. 5 


25 & 31 


4 


2 & 8 


5- : 


14 & 20 


: ~ 4 .:. 


26 & 32 ' 


' ’ 3 


3 & 9 


4 


15 4 21 


3 


27 & 33 


2 


4 & 10 

v* » . . 


, 3 V’ 


16 & 22 


• . ■ < 

2 


.28 & 34 


1.5 . 


*5 4 11 


2 


17 & 23 


. 1 •: 


2 ) & 35 

' * > 


7‘ 1 

* * «• 


6 & 12 ' * 

. -It*. •- yf !‘A* ' 


l 

* V? > * • . ‘ 


18 & 24 


. .5 

v 


30 6 36 

• • « ' -i*. 


3 
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Table V 

Population of Bach Nation at Beginning of Game 
(in hundred* of thousand*) 



Nation 


Population 


Nation 


Population I 


I Nation 


Population 


l & 7 


i?5 


* • e 

lift i9 


250 


I* 

25 & 31 , 


.400 , 


2 4 8 


125 


14 6 20 


200 


26 4 32 


300 


3 & 9 


100 


IS & 21 


150 


27 & 33 


200 


4 & 10 


75 


16 & 22 


too 


28 4 34 


150 


5 & U 


50 


17 & 23 


• 50 


29 4 35 


100 


6 4 12 

’ " t ■ r * 




18 ft 24 


25 


30 4 36 

• 


50 



V. 



‘ *'4 .. 



- 

a 

*./r t 

■ - \ U-.-'. 



/ : v> ' • , 






V -/'AJk# 0 - ■ ./*• * 
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Table VI Nations 1 & 7 
Rates of Productivity 



Number of People 
Allocated to Bach 
Type of. Production 
(hundreds of thousands) 

8.75 T 

17.5 
24.25 
35 

52.5 
70 

87.5 
105 

122.5 
140 

157.5 
175 



Rate of Gonsusier Rate of Capital Rate of Military 
Goods Production Goods Production Goods Production 
* * * 



•4 

.7 

1.0 

1.2 

1.5 

1.8 

2.0 

2.2 

2.4 

2.5 

2.6 
2.6 



.065 

.125 

.18 

.23 

.3 

.35 

.39 

.42 

.45 

.47 

.48 

.47 



.3 

.5 

.7 

•9 

1.2 

1.5 

1.7 

1.9 

2.0 

2.1 

2.0 

1.9 



Table VI Nations 2 & 8 
Rates of Productivity 



Number of People Rate of ConsumerRate of Capital Rate of Military 

Allocated to Each Goodi Production Goods Production Goods Production 

Type of Production * * * 

(hundreds of thousands) 



6.25 


.4 


12.5 


.7 


18.75 


1.0 


25 


1.2 


37.5 


1.5 


50 


1.8 


62.5 


2.0 


75 


2.2 


87.5 


2.4 


100 


2.5 


112*5 

125 


2.6 

2.6 







•065 

.125 

.18 

•23 

.3 

.35 

.39 

.42 

.45 

.47 

•48 

.47 



.3 

.5 

.9 

1.2 

1.5 

1.7 

1.9 

2.0 

2.1 

2.0 

1.9 



* Gf production differs for Individual nations and 

depends upon the amount of human resources allocated to a 
particular type of production. The rate indicates the figure 
by uhlch each unit .of c#Lfal resources allocated to a 
f*^tf;cu|ai;,t 3 ^; of pr^uctipn sli^G^ be mult iplied to get .. 



production 



Table VI Nations 3 & 9 
Katas of Productivity 



■V ; ftunbar of Ptopla 


. Rate of Consuner 


♦ i 

Rate of Capital 


Kat. of Military 


• Allocated to Bach 


Goods Production 


Goods Production Goods Production 


Type of Production 


* 




* 


• \* 


(hundredp of . thotgsimda) 


a 








5 


• - - .4. 


# ■ 


.065 


.3 


10 


.7 




.125 


.5 


15 


1.0 


. 


.18 


.7 


20 


1.2 




.23 


.9 


30 


1.5 




.3 


1.2 


40 


1.8 




.35 


1.5 


50 


2.0 


* % 


.39 


1.7 


60 


2.2 


t 

V • - 


.42 


1.9 


70 


2.4 




.45 


2.0 


80 


2.5 




.47 


2.1 


90 


2.6 




.48 


2.0 


100 


2.6 




.49 


1.9 




Table VI Nation. 4 & 10 








Rat.* of Productivity 






'.>■/ Nunber of People 


Rate pf Consuner A 


Rate of Capital 


Rate of Military 


^ Al located to Each 


Goods Production 


Goods Production 


Goods Production 


type of Production 


' * . 




* 


* 


(hundreds of thousands) 


" 






.- ». ’ - < ^ ‘ 


': 7^s . 


■ftv'. ** 
^ • • > 0 / 


>. ,1 ** >* ■ " ■ 7 * 

4V .- 

f 


.065 

.125 


:■ -r 3 

■ -.5 


11.25 


’ 1.0 v 


A.-.’ 


• 18 


.7 


1.5 


■Li' 1.2 


* A 

>•• V 


.23 


.9 


122.5 


■ -p' 1.5 . 


•;> .. •> 


.3 


1.2 


30 


j l.« 

2.0 




.35 


1.5 


•37.5 

* ■ ^ * JL 


‘ i.-. 


.39 


1.7 




2.2 , ■• 




.42 


1.9 


4?.5 

t' m - • -» 


:"*■ 2.4 .: • ■ 


'’..Vr/f 


.45 


2.0 


, . . . 60 


2.5 


VV yv - v 


.47 


2;i 


,■■> ■ ' ■ " . 

• . °n 

^ ~y'f / 

ml.;. '* Ui. '* • i V . ■*.■■•■ ■ ■: 


2.6 

1 2.6 




.48 


2.0 


1 

r. • ' 


.49 


1.9* 

, 4>> x.i-'Ur • .* • • #■ 






•i'.bi 



$0- •«&<* “<*"' :• : *, 
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Table VI Nations 5 & 11 
Rates of Productivity 



Number of People 
Allocated to Each 
type of Production 
(hundreds of thousands) 


Rate of Consumer 
Goods Production 
* 


Rate of Capital 
Goods Production 
* 


Rate of Military 
Goods Production 
* 


2.5 


.4 


.065 


.3 


5 


.7 


.125 


.5 


7.5 


1.0 


.18 


.7 


10 


1.2 


.23 


.9 


15 


1.5 


.3 


1.2 


20 


1.8 


.35 


1.5 


25 


2.0 


.39 


1.7 


30 


2.2 


.42 


1.9 


35 


2.4 


.45 


2.0 


40 


2.5 


.47 


2.1 


45 


. 2.6 


.48 


2.0 


50 


2.6 


.47 


1.9 



Table VX Nations 6 & 12 
Rates of Productivity 


Number of People 


Rate of Consumer 


Rate of Capital 


Rate of Military 


Allocated to Each 


Goods Production 


Goods Production 


Goods Production 


Typs of Production 


* 


* 


* 


(hundreds of thousands) 








1.25 


.4 


.065 


.3 


2.5 


.7 


.125 


.5 


3.75 


1.0 


.18 


.7 


■ 5 


1.2 


.23 


.9 


7.5 


1.5 


.3 


1.2 


10 


1.8 


• 35 


1.5 


12.5 


2.0 


.39 


1.7 


1 15 


2.2 


.42 


1.9 


17.5 


2.4 


.45 


2.0 


20 


2.5 


.47 


2.1 


‘22.5 


2.6 


.48 


2.0 


25 


2.6 

. 


.47 


1.9 
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Table VI Nations 13& 19 
Rates of Productivity 



•• Number of People Rate of Consumer 

Allocated to Each Goods Production 

Type of Production * 

(hundreds of thousands) . - - 


Rate of Capital Rate of Military 
Goods. Production Goods Production 

* * 

; 

^ > * " ‘A* ' ' ' ' * *'■ ’ * # J< \ ' - - ' V • - * • > 4 _ „ - 


12.5 


.4 


.16 


.3 


,25 


.7 


.26 


.5 


37.5 


1.0 


.38 


.7 


50 


1.2 


•46 


.9 


. 75 


1.5 


.6 


1.2 


100 


1.8 


.7 


1.5 


125 


2.0 


.78 


1.7 


150 


2.2 


.84 


1.9 


175 


2.4 


.9 


2.0 


200 

; 


2.5 


.94 


2.1 


225 ' 


2.6 


.96 


2.0 


250 


2.6 


.94 


1.9 




Tabl. VI Hatton. 14 & 20 


\ 


...a .. ' ... / 


Rates of Productivity 




■ Numoer of People 


Rate- of Consumer 


Rate of Capital 


Sat. of Military 


Allocated to Each 


Goode Production 


Goods Production Goods Production 


Type of Production 


* 


* . 


.. . * 


(hundreds of thousands) 


* f * i 




10 


.4 


• 16 


.3 
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.7 


.26 


.5 
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.7 
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. ; j 8o 
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2.0 


160 
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.2.6 . 


.96 


2.0 


1 200 . : 2.6 


,4 - v • .94 


1.9 
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X*bt« VI Hatton.17 & 23 
Sate* of Productivity 



. ; * *. * 



Humber of People , Rate of Consumer Rateof Capital Rate pf: Military 

* Allotted ice Each Good# Product ion Gooda Production Goode Production 

Type of Production * * ./'• * ■ -A - r-\ ; *• 

(hundred* of thouaande) 4-. -VAA:; 



c*. 






2.5 

.5 
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10 
15 
20 
25 
30 



mmm 



35 

40 

- 145' 

4 >50 



.4 

.7 

1.0 

1.2 

1.5 

1.6 
2.0 
2.2 

2.4 
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2.6 
2.6 



•16 

.26 

.38 

.46 

.6 

.7 

.78 

.84 

.9 

.94 

.96 

.96 
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.5 

.7 

.9 
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1.7 
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2.0 
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Table VI Hatton. 18 & 2A 
Bata, of Productivity 
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Table VI Nations 29 & 35 
Rates of Productivity 



Number of People ... 


Rate of Consumer, 


. Rat^e; of Capital 


Rate of Military. 


Allocated to Each 


Goods' Production, 


Goods Product Ion 


, Goods Production 
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READING XXIV 



THE COMMAND ECONOMY— PROBLEMS OF PLANNING: COORDINATION 

By definition che command economy is one that permits a select group of individuals 
to establish economic goals and sat the course for reaching them. Before 1917, 
no society ever attempted to plan an economy on a sweeping scale and on a basis 
of rapid modernisation. 



Through most of history, tradition dominated economic life. After the Industrial 
Revolution, the concept of the market emerged in nations influenced by western 
European industrial development. Not until the Russian Revolution was an effort 
made to tackle the enormous problem of organising the entire life of a modem state 
through a centralized planning bureau. Russia's first steps in the direction of 
comprehensive planning were inauspicious. From 1917 to 1921, the economy was a 
confusing mixture of idealistic theory and harsh reality. Coununist leaders made 
little headway in transforming the remnants of a crumbling, hungry, tsarist 
economy into an egalitarian dream. 

0 

As the country recovered from the devastation of war and revolution, the threatening 
collapse of the economy prompted Communist leaders to introduce the so-called New 
Economic Policy, a compromise between socialism and capitalism. This era lasted 
from 1921 to 1928. During this time, peasants, while having to meet fixed produc- 
tion quotas for the government, were allowed to sell surplus products for their 

own profit. Heavy industry was owned and operated by the state, but some comnanies 
were operated for profit by individuals. 



In 1928, this compromise economy was . abandoned and the first Five-Year Flan, 
collectivizing farms and nationalizing all industries, was launched; The first 
and succeeding plans had two primary goals: (1) the organization of farming to 

meet the agricultural needs of the Soviet people, (2) the rapid development of 
heavy industry as a base for a modem, leading industrialized state. The first 
Five-Year Plan, while falling short of the goals set by the official planners, 
was highly successful in its purely industrial achievements. By World War II, 
the Third Five-Year Plan was in operation and Russia had completed a large part 
of the transformation into an industrialized nation, operating a pr ima rily 
command economy, through the processes of centralized planning. 

Since econon^c resources are scarce and human desires endless, economic planners 

are faced by those same basic problems' that occupied our attention in the market 
society. 



(!) They must decide what to produce (i.e., how much of each good and 
, in what quality?) 

(2) They must decide how to produce it (i.e., with an eye on the wisest 
use of available resources) * 



(3) They must decide for whom to produce it (i.e., with an eye to distributing 
gopds in a way that will please the planners and at laast prove 
acceptable to most others) 



In a market qcoqpnQf, th*ae problems by ;he pricing 
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mechanism which stimulates producers to concentrate their efforts on profitable 

fr “ “”P5 0flt «bl« production. In a command economy, 
die task of deciding whet should bo produced, how It should bo produced, end 
for idiom It should be produced Is handled by the planners who swat make their 
decisions without the guidance of an autcsMtlc pricing mechanism. In a 

command economy, prices may be arbitrarily aat by the plannera and do not 
necessarily reflect either supply or demand# 

When the Soviets announced that they Intended to make economic decisions 
by planning. It was argued that such an attempt to circumvent the automatic 
Instruments of a market economy would result In total confusion and waste. 

°fi ar « UU8n£ *8« i "*t planning was that economic variables ware too complex 
ful « ce ™P r * h *nded by human planners. How could people sitting In Mot f c w 
offices effectively plan the production and distribution of every acrew nut 
and bolt that wuld be needed to produce adequate food. relrKtwJTiT * 
defense goods for the Russian people? Opponents of planning predicted dlsaater 

Lik. r0 U 8 ^ th * y *“* h,B h * d certain striking economic successaa 

and ■**** economies, it has Its disadvantages end problems, 
but, despite this. Industrial growth within the Soviet economy has bean rapid 

Explaining the Intricacies of planning la an enormous task. How does one 

a««ts ®£? Ply th ! e * he n ™ ber ° f Wl« “>de available to work in steel mills 
tk ? ?? ou “ t of ““f Produced, which In turn affects the maount of 
f f or outomobiles, which in turn affects the number of people 
needed for work in the automobile factories, which In turn affects thediiiul 
for automobile parts, ad Infinitum? Ct * tn * 

Some understanding of the Intricate coordination of factors that must be 
thought through in planning might be acquired by examining an Input-output 
table. An Input-output table 1. a statistical description of ^ o?X 
economic factor, with which planners must work. The following iT. Leatlv 

table ; By l00kln * «m mf Sbto 

* an see how * ach Industry in an Imaginary planned society 
istrlbuted Its output among its various users. For example, the electric 
power industry distributed 21 billion kilowatt hours of electric cower to th® 
electric power industry itself which needed this power to make power* 9 billion 

7 o£ •*•»«•«* by the co.r p ^ucirJnd«S- 

7 billion kilowatt hours by the petroleum industry ®to \ , 

,T.° £the J tabla 8h0WS h0 «the labor fmKe 1 of U thls > partlcular 

distributed among the various producing sectors of the economy Lookine down 
the columns vertically show. th. mnount. of various g^H^ by^c^.^ 

J MmrS, 10 ^°. UCe it, . own •xsmpla, m order to pro3“2 

kilowatt ^hour«^«f*»i '‘‘TV' th ® * 1 !® trlc P°"* r industry consumed 21 billion 

barrels of petroleum, .9 blllion’kllowatt hSu^ oflt^ic'p^'itcT 

Ciose examination of this table will begin to indicate the magnitude of th. 
task confronting Soviet planners who must deal nob with fifteen, but with 

te ^ eeonomie f * ctor *- . * zi th. si* 

y commodity that can be produced depends upon how much of everythin* 

% * J 
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IKm~OtJn>OT TABU rot a simfu, nytotnitkcal economy 
(mb all awtiri of the icMMqr lneUiM) 
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Here is an example of what the table tells a planner. Suppose he wants 10% 
more steel produced in a given year. Reading down under "Iron and Steel," 
the planner sees that more steel requires more coal, more atomic power, more 
industrial construction, and so on. But more coal turns out, under the column 
headed "Coal," to require more trucks which require more petroleum and so on. 
Moreover, by looking across the column where "Coal" appears on the left side, 
we see that any more coal given to the steel industry out of present production 
must come at the expense of some other industry. And so it is that a change 
one place must result in changes in many more places. 

These same repercussions take plac4 in market societies. More steel means 
impacts at many, many points in the economy. But the market mechanisms are 
the instruments through which the impacts are felt; if the steel industry bids 
for more coal, the price of coal may go up and other industries, which use 

coal but which can shift to other fuels for part of their needs, will find an 

incentive to change to, say, oil. More demand for oil, in turn, can produce 

some price rises there. So the effects spread outwards. (The analogy of a 

stone dropped in a pool may be of some help; but it is probably better to 
think of a number of stones dropped in all at once or in close sequence, so 
that ripples spread outwards frcm several places and intermingle in complex 
patterns.) The point here is simply that you get spreading impacts from new 
production decisions in the planned economy or in the market economy. In the 
former case, the planners must recognize and deal with these impacts explicitly 
or create trouble for themselves; in the latter case, the market system brings 
about adjustments— some of them painful— through price changes. 

With this recognition of commonality of underlying problems in mind, let us 
then go back to the table. 

In the table we created for illustrative purposes, we didn't bother to 
balance outputs and inputs, but Soviet planners, in order to get maximum 
production from available resources, must carefully attempt not only to 
use their resources where they will get the greatest return, but to plan 
to use everything they are capable of producing so that input and output 
are always balanced. 

% * . . 

Obviously no planner is so omniscient that a year's events can be accurately 
predicted. Planning the exact needs of consumers, governments. Investors 
and the precise capabilities of industries is clearly subject to error. 

In addition, yearly plans must be adjusted, hot only because of error, 
but because circumstances and needs change from year to year. What 
happens when a planner decides to adjust production plans from one year 
to the next? Suppose, for example, that the planners using our input* 
output table decided to Increase the production of automobiles by 5% 
during the coming year? What will the impact of this single change be on 
all sectors of the economy? This past year $113 million worth of auto- 
mobiles were produced. How much more production would a 5% Increase 
represent? How much more electric power would be needed to permit a 5% 

Increase in automobile production? When we increase electric power produc- 
tion, what other types of production must be Increased? What effect does 
this have? How much more coal must be produced? How much more labor will 
be needed? How are we going to get these Increases? Can we achieve these 
Increases without decreasing production in other sectors of the economy? 
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Ihue are erne of the more obvious problems Involved in nlannlne There 

“ k, ir\ y 2* w* •* 

5!!^* l ?’ up S n uh ! ,1 V th,t •« pul Into operation when the 
•mallest decision is made. It also Indicates that satiafylng the needs of 

of 1 the pUnners*" ,COnOV lw,olv “ “ or * th *“ «iUlmness upon the part 

* * . 

Oionirv : 

t * 

planned economy -an economy In which the use of resources Is planned and 
controlled by government 



communism - an economic system In uhlch the means of production are owned 
PuMi® a* large. It la distinguished from socialism by the 
1 * 41 * 0 ^!^ ultimately, when the public fully recognises that 
Indt" ->im 1 welfare Is Identical with public welfare, the atate will 
wither away. The Soviet Union may be regarded aa a stage In the 
development of communism. 



socialism • in general, an economic system under which some major part of 
the means of production is in public, rather than private, hands* 
There are many types and degrees of socialism. • 

capitalism - an economic system in which the bulk of productive services 
are privately owned and controlled. 



Five-Year Plan - 5-year national goals established by the Soviet govern- 
ment. First five-year plan adopted for period from 1928-1933. 

command economy - same as planned economy 

4 , * • 

input-output table - table indicating relationship between input and 
output in. various sectors of an economy which feed one another. 

......... 

BEADING XXV 

THE CCMUND ECONOMY--PROBLEMS OF PLANNING! EFFICIENCY 

. * * 

Planning an economy effectively not only involves coordinating all economic 
activities, but also assumes that coordination will be managed so that 
maximum output will be obtained from the allocation of available resources. 

In our study of a market economy, we examined the agricultural industry 
in the United States as an example of an industry that responded to 
competition so efficiently that large numbers of competitors vara forced 
out* of contention creating sociological problems in place of economic 
problems. -<• . ,? _• 
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Agriculture it also a serious problem In the Soviet Union. However * the 
problem there Is one of Inefficiency rather than over*efflciehcy. From 
the start of the Communist experiment * the peasants resisted the govern* 
meat's attempts to organise them into collective farms. This resulted In 
one of the most unfortunate pages in Soviet history: to gain peasant 

acceptance of their agricultural program* Soviet officials resorted to 
force. Millions of peasants were deported to Siberia and in retaliation 
farmers sabotaged their farms. With the adoption of the Five-Year Plans* 
the agricultural industry in the Soviet Union began to respond to planning* 
but the basic problems of underproduction and Inefficiency have yet to be 
solved. 

The following article discusses this problem. As you read it* keep' the 
following questions in mind: 



1. How do the agricultural problems of the Soviet 
command economy differ from the problems of 
the American market economy? 

2 . What appear to be the causes of the Inefficiency 
plaguing Soviet agriculture? 

3. Are these causes an inherent part of any planned 
economy or are they outgrowths of specific 
circumstances existing within the Soviet economy? 



Lazar Volin, "Soviet Agriculture: A Continuing Problem*" in CURRENT HISTORY* 
November 1961, 286+. 

The continuing agriculture problem of Russia in spite of collectivization and 
spectacular expansion. The unfavorable climate is responsible for wide 
fluctuation of crops. Lack of economic incentives to induce peasants to work 
hard and efficiently created a serious situation which the government has been 
attempting to remedy since 1953. Also describes the effort being made to pour 
more capital into agriculture in farm machinery* electrification* fertilisers* 
etc. Reports progress, being made in agriculture. 



Glossary; 

’ 

collective farm (kolkhoz) • pooled holdings created by uniting formerly 
Independent small peasant farms* Peasants are paid a share 
of the total output on the basis of work done. 

^ ; - r „ •• 
state farms (sovkhoz) - firms owned and operated by the government. Labor 
is hired Just as in factories. 

********** 
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READING XXVI 

THE COMMAND ECONOMY— PROBLEMS OP PLANNING: OPERATING OUTSIDE THE PLAN 

When we were studying the market economy , we discussed the paradox confront* 
ing managers of American businesses* On the one hand, the American govern* 
ment sets restrictions on competition. On the other, managers reaching 
for success are constantly under pressure to compete as keenly as possible. 
Soviet managers are faced by a similar dilemma. Like American managers, 
Soviet managers sometimes resolve this dilemma legally, sometimes illegally. 
In both economies, the manager’s goals and restrictions are set for him, but 
responsibility for success is his alone. The manager who achieves the goals 
with the available resources will be rewarded greatly and will, in all 
probability, be promoted relatively fast. The manager who falls to achieve 
the goals set for him might well be replaced. 



In the Soviet Union, a factory manager is not responsible to a board of 
directors, but he is responsible to the central planning committee. 
Responsibility for carrying out orders flows down a pyramid of authority 
from the central planners to factory managers to shop superintendents to 
production workers. Each level of the pyramid has authority over the 
level beneath it. Each level is held accountable for its performance to 
the level above it. Each level is given just enough authority to fulfill 
its responsibility. 

The central planning committee is responsible for allocating all resources 
so that maximum production leading towards Soviet goals will be achieved. 
Factory managers are responsible for producing an assigned amount and type 
of production with the resources allocated to them. Factory managers 
delegate authority to shop superintendents. The shop superintendent, too, 
has a quota to fill and gets quotas of raw materials, machines, and labor 
with which to do the Job. He also receives a bonus for success. And he 
in turn sets quotas for his foremen and production workers. All down the 
line bonuses are the reward for quotas achieved. 

In setting production quotas for each factory manager, the central planner 
has two objectives: (l) to reach maximum production in areas crucial to 

achieving stated national objectives (2) to do this with a minimum expend!* 
ture of resources. It is, of course, to the advantage of the central 
planner to set quotas as high as conceivable while allocating as few 
resources as possible to achieve these quotas. 

The dedication to quotas, an essential part of planning, has certain 
disadvantages. The desire to meet a quota can encourage inefficiencies and 
harmful practices. Maintenance is often Ignored, quality sacrificed, 
materials and labor hoarded for emergencies and spare parts output skimped. 
But a major conflict created by emphasis on quotas is interestingly enough 
virtually identical with the conflict created by keen competition. 

Soviet managers, like managers in all other economies, want to do a Job 
that will be considered creditable. Managers are given special privileges 
such as good housing and automobiles. They receive better salaries than 
production workers and good bonuses when they overfulfil! their quota. A 
manager has many incentives for wanting to remain a manager. 
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On the other hand, the Soviet manager like his American counterpart, has 
many pressures put upon him. He Is under great pressure to meet his quota 

ll U eXpeceed J? d ? thl * with whatever resources have been 
thi * purp0,e - lhi » i« not always possible. It is then that 
the Soviet manager Is faced by a difficult choice. Should he stay within 
the aystem and fall to meat his quota? -• or should he look for ways around 
the system that might make It possible to swat his assigned responsibility? 
As you read the following, consider these questions: - 7 



1. Is there a counterpart for the Zfts man in the 
American furkfet economy? . 

2. Is the need for this type of expediter necessarily 
an outgrowth of operating within a command 
economy? 



*“ "" > HIS M0BU> York : 8 •«—** A. Jaeger, 



Sth rnnn.rfiM^ “V* 1 * ,,Zi •" **’ "$*■ Soviat economy - the trouble shooter 

tlm c . ona *^ t lo “ f* d cont ® ct ** Everyone la anxious to meet the State's produc 
tlon demands and so even in this planned economy wt find "under the table" 
presen a, wining, dining and promises to get needed supplies, etc. 



Glossary 



central planning committee - the agency entrusted with 'overall p lanning 
‘ for an economy r ^ 

mfidwa production - the largest quantity of goods that can theoretically 
be produced using a given amount of reaourcoa - T ., 

national objectives - stated goals of a soclaty 
quotas - assigned shares of total production goals' 






state-coktroftletf economy * an economy in which the eqi of- resources in 
eofatfcfeHed up govdiimMrtit 

••r >'i* , >;.r -*r ; : L t 

■'***<■ V> '• C V. ' • >' v <v v 

, v • % :■ ■& .. ; 
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READING XXVII 

TOE COMMAND ECONOMY— SOME ACCOMPLISHMENTS AND SOME PROBLEMS 



No economic system brings unmixed good or unmlxed bad. Furthermore, what 
you consider good and what you consider bad depends upon you and your 
values. Because this is so, evaluating systems different from your own 
is always difficult. There i « a tendency to see the unfamiliar In terms 
of strange, ‘peculiar," or "undesirable." Today's reading Includes a 
number of excerpts from American newspapers and periodicals. These 
articles speak of both strengths and weaknesses which have been noted by 
observers of the Soviet economy. In reading these excerpts, attempt to 
make as unbiased a judgment as possible on the following questions: 



1. What strengths of a command economy are shown in ' 
these excerpts on the Soviet Union? 

j 

2. What weaknesses of a command economy are shown 
here? 

3. How might a Russian student's evaluation of 
these strengths and weaknesses differ from 
that of an American high school student? 



Reading XXVII contains several excerpts: 

Floyd A. Bond, "The USSR's Organization Men" SATURDAY REVIEW, January 21, 1961. 

Discusses who are Che top managers and how they got there, and the 
incentives offered to encourage managers. If nanagers fail to 
achieve production goals the penalties are so great that abuses are 

sis -* 

Report of incompetence and waste as reported in a Soviet newspaper. 

® vol! 1 ? uf U° n Pr ° ftt InCentlV * t# Spue October 

Ilan ? £ p f°* e,,or Y * Uben»an*s plan for an incentive 

^ Indus tryin m ittttipt to iptid up oeononic growth* Aftor 

a conference of the State Planning Committee it was decided to test out 
these methods in several industries. 

OctSwpf I960* 31+! RU,,1 * n * HW * KnOW ‘ B0W * To# »” “» VOU TIMES MAGAZINE, 

Report rf large number of students enrolled in science end 
in Soviet universities -s greater then in entire Atlantic ccoaunity. 
Industry .being substentielly modernised end good use' made of human 

to'author? technical education and ability, according 



Glossary : 

sovnarkhosy - Soviet economic councils responsible for regional planning 

Coaplan - chief Soviet economic planning commission responsible for long. 

range plans ^ 

Young Communist League • Communist youth organisation 

Young Pioneers - Junior affiliate of Young Communist League 

bonus - any method used to Increase production by offering extra pay for 
more than the standard quantity of work P 7 

production goal - output target established by planners 

economic growth - a general term referring to economic expansion over tint 

Involving Increases In production Measured In suiny 
different ways 

premium - a reward for exceeding production goals 

Investment resources • resources avallsble for Investment purposes 

********** 

READING XXVIII 

THE COMMAND ECONOMY: AN EVALUATION 

Tonight's assignment Is a "thinking" assignment, rather than a reading or 

*! ,i8n " ent ; For th * p*»* flv « <>*ys you have been planning the 
economy of an imaginary nation. At the aame time you have been reeding 

J, t 5* ,ucre ‘“* f * Uur «* Planning as practiced by X. 
u “ i0 “- Tomorrow, in decs, you are going to be asked to write an 
assay. In preparation for this think about the following: 



' v • v 



it 



1. What have you learned about planning an economy? 

2 * th f * tr ® ngth s of • plawoed economy? What 

are the weaknesses? 



3. What, are the strengths of a 

. .ere the 



economy? What 



4. What are the strengths of a traditional economy? 

- What,are the 'weaknesses? ■ 7 

5. What connections do you see between these strengths 
: end, weaknesses -of varioas economic systems, their 

*££&£* •%*^envlroe«mta within which 1 
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UNIT VII . 

FACTORS OF PRODUCTION 
STATING THE ISSUE 

We have examined at some length answers to the question, "What 
shall produce?" We found that in theory the market economy 
responds, "We shall produce whatever there is a demand for, , 
providing we can make a reasonable profit producing it." The 
command economy answers, "We shall produce whatever we think is 
most likely to attain pur national objectives • " The traditional 
' economy simply states, "We •11 produce, whatever our ancestors 
produced*" 

• * i . ' > v “■ ^ • ' * * ' 

th the next unit we are going to study some of the complexities 
confronting economies attempting to answer the question, "How 
. shall we produce it?" In theory, again, these answers follow a 
simple pattern* The market economist says,. "We* 11 produce goods 
by the method that leads to the lowest production costs and hence 
to the best profits*" The command economist says , "We • 11 produce 
■ goods by the method that uses available resources most effectively 
And the traditionalist says, "We*ll produce goods exactly as our 
. ; fathe^;dld # " ' 




But once they have made these broad statements, they are then 
.faced by the problem of translating theory into action* How do 
"they know what method will be most profitable? , How do they 
know triiit method will make best use of available resources? 

5 Only the traditionalist knows f or certain how to attain his 
stated , goal* ' 1 v," 






In tike next hnlt we are going to look at /the factors of produce 
rfttO* nanlpulac«a b«f<>r* . eh* quMtlon, "How *h*ll 
v. 1 m «a*wr.d. “■? 
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READING XXIX 

ECONOMIC CHOICES THE ALLOCATION OP RESOURCES 

All through our lives each of us is constantly forced to make choices 
among alternatives. If tonight, after dinner, we decide to spend an hour 
of our time watching television, we cannot spend that same hour playing 
outside or, even, doing tomorrow’s social studies assignment. In terms 
of time as a resource, the cost of doing one thing is not being able to 
do something else. And so it is with ail other resources. 

* 

In a world of unlimited resources no one would ever be forced to make 
economic choices. Everything a person wanted would be available in any 
amount and in any. combination. Limitless time would grant everybody the 
opportunity to do everything he ever wanted to do for as long as he 
wanted to do it. Under these conditions, ail goods would be what the 

economist calls "free goods." Relatively scarce goods (economic goods) 
would not exist. ' 

A simple example may make the point clear. If time, money and energy 
were limit|.egs, students could go to school, work, play, read, watch 
television sleep to their hearts’ content. Since time, money and energy 
a 5* aU very lilted at age sixteen, each student is faced by an economic 
choice. Should he stay in school and forgo the Immediate income avail- 
able to him in the labor market, or should he continue his education, at 
the cost of time and money, for the sake of greater future rewards? 

Just as individuals are faced by economic choices, business firms also 
must choose. Labor used to perform one function is not available to 
perform another. Machines currently being used to make pins are not at 
the moment available for making needles. Money used for expansion is 
not available for raises in pay. Management is constantly called upon 
to decide how the limited resources available to it can best be used. 

(And, of course, the management skills and time employed in examining 
one set of choices are not available for examining another problem area.) 

Just as individuals and firms make choices, societies too must choose 
among limited resources. 

To see the choice problem in an entire society, it is best to begin 
with a much simplified case. Imagine a society in which only two kinds 
of goods, food and clothing , are produced. In theory all the natural, 
human and man-made resources of this society might be marshalled to 
produce food and only food. Or, as another theoretical and extreme 
possibility, they might be used to produce only clothing. Let us assume 
further that this society could produce 10 million pounds of food a year 
if it used all of its resources for this purpose. This aame society 
could turn out 150,000 items of. clothing if it turned ail its resources 
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In this direction. These are the extreme possibilities for production 
in this imaginary society. Between these extremes, we might produce 
some food and some luxury goods. By diverting resources back and forth, 
we could alter the relative amounts of each commodity we produced. In 
Table l, below, each of the letters A through F Illustrates the result 
> ^ possible allocation of resources as between growing food and 
producing clothing. , 

* . r* - < 

, ' ' Table l 

Production of Food and Clothing in an Imaginary Economy 
Alternative A B C D E F \ 



Food, millions of pounds 0 2 4 6 8 10 

.Clothing, tens of thousands of items 15 14 12 9 5 0 



this table is called a production possibility schedule . We can also 
present it ip graphic form by measuring food along one axis and clothing 
along the other. i 



Clothing 
(in tens of 



15 



. thousands Pf Tr 12 



6 

3 





V^B 


C 












D 


• 










* 








- Bi 





0 2 4 6 8 10 

Food(in millions of pounds) 

The line drawn through the graph is the production possibility curve . 
Each point shows a different combination of food and clothing which couU 
be produced with the same total resources. Each time this society gives 

8^1^- nor*. food; (t.a. , paves, to tii*, tight oa th* horizontal seals). 

This curve then becomes a graphical presentation of t|e problem of 
eepnomip chpipes. If; le#ves, a society jrith^bl^chence to have more 
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in our own society, the problem of choices is of 'Course vastly more 
complex because we have far more goods than can be represented by the 
simple catchall' labels of 11 food” and "clothing . Ni But the principle 
Illustrated in the production possibility curve remains effective. 

Indeed, there ate times in our economy when the choices before us become 
so clear and so urgent that the simple diagram above can represent the 
real world. The days of World War II represent such a case. By the 
middle of 1942, the stock of available resources— men, machines, 
buildings, land — was being used at close to full capacity. If the 
nation wanted more goods of any one type, it could no longer pull in a 
host of idle resources that were standing by waiting to be employed 
for this purpose. Instead, the society had to give up something it 
was now doing in order to divert resources to a new need. It la not 
too much of a simplification to think of all goods in 1942 as war goods 
and civilian goods. If these are then represented along the axes of the 
production possibility curve diagram, the economic problem. is clear. The 
nation could get more war goods (tanks, military uniforms, etc.) only 
by giving up the production of some civilian goods (private automobiles, 
civilian suits, etc.) The choice was ‘made to go a long way towards 
converting to war goods, but there were limits on this so long as 
civilians felt the need for goods for themselves. The government's 
task was to go as far as it could towards, a high point on the war goods 
axis without producing serious domestic unreao end low morale as a 
result of going too far towards a low point on the civilian goods axis. 



War goods 
(in millions 
of units) 




PRODUCTION POSSIBILITY 
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and other similar purposes. A fund of $600,000 remains after these 
urgent, non-postponable items have been taken care of* The fund can 
be used at the discretion of the city council. Council could use this 
money in any number of ways for there are always things to be done. 

But, by general agreement, the city's most urgent needs include: 

1. Ten streets need to be repaved; each would cost $60,000. 

2. The zoo, in danger of physical and financial collapse, 
needs $300,000 to put it back in sound condition. 

3. Ten bridges need to be repainted; each paint Job costs 

$ 10 , 000 . 

* * ■ 

You are the city treasurer. Tomorrow you must make a presentation before 
city council Indicating that while $600,000 is a lot of money, it won't 
buy everything the city needs. In making your presentation you must 
Indicate not only the alternative choices available to council, but whet 
the consequences of choosing each alternative would be and why you think 
one choice is preferable to ail others. In making presentations of this 
kind, it has been found that graphs and charts are invaluable aids in 
clarifying the points you want to make • Come to class tomorrow prepared 
to make such. a presentation to the 1 class, acting the role of a city 
council. ^.Prepare at least one graph or chart to be used as part of your 
presentation. 

V ■ 

Glossary : 

1 . economic goods - goods 'or services that are scarce and useful 

2. free goods - goods existing in unlimited quantities 

a a a a a 

Reading XXX 
WHAT ARB RESOURCES? 



When people think about an economy's resources, they frequently consider 
only the raw materials from which goods are produced. But raw materials 
represent only one type of resource. Equally Important to an economy's 
growth are the human and capital resources available to it. 

The territory now known' as the United States abounded with natural 
resources in the fifteenth century, but economic development came slowly 
and with great difficulty. Similarly, nineteenth, century Russians lived 
upon ground overflowing with untapped natural resources that have, in 
recent years, just begun to stake their potential contribution to the 
Soviet economy . *The impact of ,-access to natural resources will depend 
upon the availability: of the, propel quantity? and. quality of human and 
capital resources needed, tot utilises ithd natural resources • % Thus , coal 
burie&4n ^evbgcoi^^ little; escftemicsignlficance. Supplies of . 
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coal, coupled with (i) the right number of humane skilled in the art of 
mining, (ii) sufficient capital equipment designed to remove coal from 
the earth, and (111) Industries ready and able to use the coal aa fuel 
can be highly significant In shaping a nation's destiny, What is involved 
here? For coal to have an economic impact, there must be: 

a. sufficient quantities of coal buried in the ground 
(a natural resource) 

b. a large enough pool of labor to remove the coal from the ground 
(human resource -- quantity) 

e. technical personnel sufficiently educated and skilled to know 
how to remove coal from the ground and to design equipment 
needed for this removal 

; (human resource — quality) 

d, machinery capable of removing coal from ground 
(capital equipment) 

e» people enterprising enough to bring all of these factors of 
production together in proper balance .*• 

(human resource — quality) 

f. . siarkets to absorb the coal 

(human resource -- environment) 

g. enough stability in the society to permit the enterprise to 



In short, in considering the economic Impact of resources, we must 
consider quantity, quality and balance. And we must think of tangible 
resources (e,g., coal) and intangible ones (e.g. , environment). 

One word of caution: once we see the interdependence of resources on one 

another, we can avoid any simple Judgments that one type of resource is 
always more Important than another in explaining the relative wealth or 
poverty of any society. Some history hooks fall into this trap and say, 
for example, that the greht prosperity of the United States is to be 
explained mainly by its abundance of natural resources. But other 
countries (e.g., Congo) are perhaps equally wealthy in natural resources, 
and- yet they have a much lower standard of living. What matters then is 
nfatvahy one type of resource alone; IfcHa the proper combination oft all 
types of resources that makes the difference. 

For purposes of classification, physical and human resources have been 



continue 

(human resource •• environment) 




significant in determining economic. Impact, For 
esourct#%r<4 sonhtimeS' classified intermsof quantity 
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and quality. Natural resources are also classified as: 

1. Inexhaustible resources -- Solar energy is an example of an 
inexhaustible (and, so far, largely untapped) resource. Within 
the foreseeable future the sun is going to continue to shine and 
the energy being transmitted will be available in unlimited supply. 

2. Exhaustible and renewable resources -- Water can be considered as 
an example of a resource that can be exhausted through pollution 
and then renewed through purification. 

3. Exhaustible and non-renewable resources— Coal, once exhausted, 
would take millions of years to re-form. For all practical pur- 
poses, this is an exhaustible and non-renewable resource. 

Human resources are also classified in terms of quantity and quality. 
Quality describes the amount and type of education a worker brings to a 
Job, his mental and physical condition, his attitudes concerning work, 
fdtich all influence greatly his effectiveness within the labor force. 
Quantity, of course, refers to the number of people available for labor 
and the number of hours per year and years per lifetime that they will 
work. If quantity alone were what mattered, China and India r *ould be 
among the world's wealthiest and not among the world's poorest nations. 
But so much of their population is undernourished, undereducated, and in 
some cases undermotivated that the total labor pool tends to hold these 
economies back. 

At the end of this reading is a list of resources. For tomorrow divide 
this list into the following classifications and sub-classifications 

1. Natural 

. ,e. inexhaustible. 

b. exhaustible and renewable 

c. • exhaustible and non-renewable 

2. Human 

3. Capital 

4. Not a productive resource at all. 

Be prepared in class tomorrow to discuss which of these resources was 
significant in the economic development of the United States. Also 
consider the way inwhich u quaMt:^aa well as quantity Influenced the 
type of economic developsient that took place. 

Glossary : 

1. natural resources 

2. human resources refer to Glossary, Reading VI 

3. capital resources 
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READING XXXI 

CHANGING RESOURCES IN THE UNITED STATES 

The population of the United States doubled In the fifty year period 
between 1910 and 1960; our use of natural resources store than doubled. 

What does this Imply about the future? Recently some experts on resources 
have begun to warn us that we are heading for trouble, that' Increased 
population growth combined with a mounting drain per capita on natural 
resources will bring the whole world Into a wild scramble for scarce 
materials. They are concerned about what will happen when the rest of 
the world starts to use resources at about the same rate as we do in 
the United States. Some of the experts on this side of the argument 
are also in favor of checks on rising population, but their case for such 
checks rests on (1) fears about the world -wide, rather than the American, 
problem of matching resources with population, and (11) uneasiness about 
the prospect of crowding and of absence of open spaces in an over-popu- 
lated society. 

But there are other experts who hold a more relaxed view about our 
future. They believe that we will be able to maintain a growing popula- 
tion and a rising standard of living indefinitely. Pointing to our 
record, they argue that ingenious people will always be able to find naif 
resources or to develop substitutes for exhausted supplies. They are 
confident that we can solve any problem of resource depletion if we turn 
our full attention to the task. They know that, although we use up 
resources rapidly, we continue to find new ones. Moreover, in a market 
society, we tend to slow down the rate of consumption of any scarce 
resource by the automatic device of higher prices that have to be paid 
for the use of such resources. But potentially serious problems still 
exist and a nation with an eye on its future needs to be resource- 
conscious. ‘ V: 

Today we are going to examine patterns of resource use in the United 
States. Statistical evidence presented in the form of tables, graphs, 
and charts is a common and necessary tool for economists searching for 
past trends in making estimates about the future. 
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TABLE I 

POPULATION, UNITED STATE8 1870-1960* 
Number 



W70 39,818,449 

IMP 50,155,783 

MOO 62,947,714 

. WOO 75,994,575 

»10 91,972,266 

1920 .105,710,620 

W30 122,775,046 

■ 1940 131,669,275 

W50 150,697,361 

WOO 178,464,236 



Median School Tro Completed 
(Pop. over 25 yra. of age) 



8.6 

9.3 

10.6 



1. a. What has been the population trend in the U.S.7 

(What more can be said beyond the obvious statement, 

"It has been graving."?) 

2. What is the impc* tance of median school years completed to a 
study of natural resource depletion problems? 

fif' Between 1950 and 1960, how much did the population increase? 
i f }*• What per cent increase in population does this figure 

. - represent? Is this a faster growth rate than we experienced 
from 1940 to 1950? Can you explain this? 

(Subtract 1950 population figure from 1960 figure. Divide 
14^ .obtained by 1950 population. figurea. The quotient of 
v this, division represents the percentage increase in popula- 

; Ji®» between 1930 end I960) 

• ' : ■ * • ‘ " : ’. v ~ . • •*- 




* Source of all figures used in this reading, STATISTICAL ABSTRACT, 
1960, Washington, D.C., Government Printing Office. 
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TABLEII 



PETROLEUM PRODUCTS AND RESERVES (U.S.) 
(In thousands of barrels of 42 gallons) 



Production 



Proved Reserves 



1946-1950, average 

1951-1955, average 

1956-1960, average 

1956 

I960 

1962 



1,885,325 

2,338,809 

2,566,539 

2,617,283 

2,574,933 

2,676,185 



1950 25,268,000 

1959 31,719,347 

1960 31,613,000 

1962 31,389,000 



1. Between 1950 and I960 did the average yearly production of 
petroleum rise or fall? Did the proved reaervea riae or fall? 



2. What ia the significance of the proved reserve figured? 



3. a. Between 1950 and I960, how much did the proved reaervea of 

petroleum change? 

b. What per cent increaee doea thia repreaent? (Refer back to 
question 3b, under Table L) 

4. With over 2,000,000 barrel a of petroleum being used each year, how 
could the proved reaervea possibly continue to increaee? 

5. a* In estimating whether the United States will have sufficient 

petroleum for future use, why must one have figures for 
population change as well as figures for petroleum production 
and proved reserves? 

b* What other information would you want before making estimates 
about the adequacy of our petroleum resources? 



TABLE til 

NATURAL CA8 AMD RESERVES (U.S.) 
•" (billion* of cubic foot) 



■ *t a 



Year 

1930 

1940 

1950 

195 $ 



Total 'marketed 
production 



*> t T. 

■ • ' 



- . ' - 

i 



r 1,943 
2,660 
6,282 
11,030 



Katina tad 'proved 

■ reserves «■ of 

• . 1 ’ i ^ v • 

* Sr* 

" ; iek 

185,593 

254,142 



Incroooo over 
orevloua mr 



5,211 

7,473 



-a* i 



** comparable figure* not available v 
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- ■ -*. ; V " i, • 4 • .* V • t' V. • : 

' togvthor with Table i oupply u. with oufficlom 

or ootve Shell have sufficient 

natural gaa for future needeT Mhy or vhy aotT 






" " :■ ’*• ; ’yyi • V*- : 

", , • >. **V*1 . i V:, 



£ 









i> •( a 


r . v 






,u 


* £ v. *> - • *,•' *VA ' • * 


* # • •# bV 

•* * • t 










■. f - 






.yt *■/_ , ■ ; o 









H **;• 1 r •■i.y * . ■ ,, 



a 






CHART l 



SHIFTING PATTERN Of. U.S.EMEROY RE 80 URGES 




■ «»' 

| | HATER POWER 




NATURAL GA8 




OIL 




Source: D.S. Dept, of the Interior FMPC Frojectloae 



l * cent o£ * 11 energy reeourcee used in the United states 

In 1900 was powered by the uae of coal? 

d • * 

2. What per cent In 1950 was powered by coal? 

3. Does this chart tell you Whether wore . less tons of coal 
were consumed In the U.S. in 1950 than In 1900? 

4. What does it tell you about the use of coal? 





TABU IV 



M.MMATED URABIIM OU BE80QK8S 
(In 1000 Com) 



traduction 

»?0 2,000 

1954 . 10, C0O 

1955 22*000 

1956 60,000 

1957 79.000 

. 1958 82.500 

'1959 86,000 

r 




2,650 

5,500 

6,960 

11,000 

21,000 

21*410 



1. In considering the problem of whether, or not the United States 
is likely to have sufficient resources for future use. why should 
one consider ursniimresoercee ss weUas petrol6uo, ges and 
coal resourcesT \ ' ^ 

’ ' .. 

? ’ ' • ' i • * 

** TABUS V 




FMNCIPLK AOtlCULTOUL CROPS— YISLD RR ACM 

.^><7 > (io bushel*) 



-V •' . , 

6 e ' . • w*r 1 > 



Year 


ssss 


fia 

, * t . . „ 


Barley 


1931-1935 


25.9 


v ■ *-ys 

U’*l 


20.0 


1936-1940 


3M 


>• > 11.6 


22.0 


1941-1945 


‘:*JM :u 


at. i ?? 4 ~ 12*3 . 


: 24.1 


1946-1950 


33.9 


12.2 


25.6 


1951-1955 


34,6 


13.2 


27.9 


1956 


44.5 


16.2 


* 

31.6 



!• How does this . information relate to the problems of population 
growth and resource depletion? 
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V TABLE VI • • . ' . ' , 

* . * * , , - • 

KI80DRC8 XKEMM HT-THI OWfUS STARS* 1870*1954 * 



r . 4. 
* i ' 



* ... 
/ *, ... 



t . 

•4 » 



*v Hwl Bottprapd Francis t« Christy, Jr* * fRtMDS HI NATURAL RISOULCS 
. , r-zt t (XI&I0PXHCE$» i (Baltimore:Johns Hopfclns Press, 1962)* 

Table shgwdpg resource trends in the United States § M870-1954. 
Consumption >,pf t . Agriculture*??^ a^liport 

. of sane during . this '■ periods /.• • 7. »t t • *> *• 



?> ? * 



J . > 



1. How many dollars worth of agricultural produces* ware consumed In 1870? 
2* Howrneny. dollars worth, of forest products ware consumed in 1910?. 

.... • ^ V. >‘i‘i •* v • •' :• • • . : 

3* What Is meant by "adjusted to 1954 dollars"! 



<. *r 



VTV V 






4* What Is meant by '^Mat Resource imports"! 

JU;jsoO* -\ln 1900, ware more agricultural products exported or 
- ■. imported by the units' 1 

. • ■ x . • i . . » * > . . , 4 * v .. 

b. . ?ow do jroi| knOwthis? 

it infoCTUttlohdoes thlstableoffer whichiauseful in 
kdidti^Nmthar the united Spates will have sufficient 
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READING XXXII 

PRODUCTION: THE ROLE OP PHYSICAL CAPITAL 

Production results from combining natural resources, physical capital, 
and labor in discrete proportions. The act of combining these factors 
(called entrepreneurship) is considered the fourth factor of production. 
Over the past few days, we have defined natural resources and have 
attempted to visualise the changing role played by t ;uch resources in a 
growing economy. During the next few days, we are going to attempt to 
analyze the role of each of the other factors of production. 

We* 11 start our study by defining physical capital. This task is not as 
easy as it might seem. Physical capital might be defined as the land, 
buildings, equipment, tools and Inventories created for the purpose of 
assisting in the production of goods and services. Two Important 
thoughts are implicit in this definition: 

W) The crea tion of capital goods required sacrificing some 
current consumption . 

Recall the lesson that the cost of producing any one good is the cost of 
not producing some other good. Thus, while Robinson Crusoe on a desert 
island might see that he could raise more food if he stopped to fashion 
some simple tools (i.e., capital) to work the land, nevertheless he might 
not feel that he could take time off from gathering the food he needed 
immediately. So long as that was true, he would be condemned to living 
on. a lower plane. 

A wealthy industrial society is in the happy position of being able to 
produce the basic consumption goods needed for a decent standard of 
living and still have some resources left over to produce capital goods. 

A poor society may find it difficult or even Impossible to put its 
severely limited resources into capital goods and to wait for those 
capital goods to pay off in more consumption goods. 

C.T1) The cre ation of capital goods today makes possible a larger 
volume of consumption moods tomorrow. 

The purpose of creating capital goods is to make it possible for man 
to increase his own productivity. Buildings protect his production 
activities from the weather. Some machines extend his muscles, others , 
extend his abilities to measure, and still others make it possible tot \ 
.him to break work down into sub-parts so that Individuals may specialize 
on parts of the total production Job. So it is that, in general, the 
more capital a society has, the more consumption goods it can produce. 

And the more it can produce, the more it can afford to develop still 
better capital. 
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JNsst at the role of natural resources has been a changing one, the role 
of physical capital has also varied. As technology discovers new ways 
to Ho things, an industry can become increasingly dependent upon physical 
capital. The development of synthetics may give a greater role to 
physical capital while creating a lesser role for natural resources. 
Automation may also increase emphasis on access to huge amounts of 
physical capital while creating a demand for a different type of human 
resource. The importance of a single factor of production is not static 
and can be considered only in terms of its interrelationship with other 
factors of production in the total productive process. 

Yesterday you examined statistics that indicated the changing role played 
by natural resources in American production. Today you are to imagine 
that you are responsible for creating a lesson designed to teach through 
statistics the role capital resources have played in the industrial 
development of the United States. What figures would you include, 
assuming they were available, to indicate the importance or lack of 
importance of capital resources to production? How would you determine 
whether the importance of physical capital has increased or decreased 
over the years? 

Come to class tomorrow with a list of charts and tables you would use 
to teach this^ lesson. 

Glossary : 

l. physical capita! - buildings, equipment, tools and inventories 

created for the purpose of assisting in the production of goods and 
services. 

* ♦ .* * * * * * * * 

Reading mill 

A .* ; 

PRODUCTION: THE ROLE OP HUMAN CAPITAL 

*t 4 % JS , # 

One of the interesting* aspects of recent discussions on the factors making 
for a high Gross National Product in any country is the new weight being 
assigned to the human factor. If you look back in some of the conventional 
American history texts, you will often find our remarkable growth explained 
more on the basis of rich natural resources and a plentiful stock of 
capital than on the basis of the quality of the labor force. But today 
there is growing agreement that this natldn 9 s educational system, its health 
standards, and even its attitudes towards work and. towards saving are at 
least as Important as any other factors in explaining our wealthy position 
in relation to other countries. To appreciate fully the Importance tea 
nation's growth of highly developed human resources, consider the Congo 
which, when the Belgians withdrew in I960, had only 16 college-educated 
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people in the country. Here wee e land of vast resources— but without 

*? , put them to work * Contrast developnent in the Congo 
with that which has taken place in West Germany since the end of World 
War II when much of German industrial capital equipment vas smashed but 
a vast potential of technological and organisational skills was at hand 
to rebuild. Today's lesson focuses mi seme aspects of the educational 
dimension in economic growth. 



In analyzing the impact of natural and capital resource development, we 
confined ourselves to a study of changing patterns of use in the United 
?****•’ Today we broaden our view to Include groups of nations at vary 
ing stages of development to sea the correlations between national 
development and the development of human resources. As you read the 
following, consider these questions: 



1. How important does the development of human resources 
appear to be to the building of modern nations? 

2. What does this lesson suggest about the resources 
that need to be invested in education in (1) the 
least developed nations and (ii) the United States? 

3. Concentrate on paragraph 6, beginning ••Human resources 

are developed in many ways. 11 What specific institu- 
tions in your own community play a part in developing 
human resources? * * 






charles A# Myers » education, manpower and 

ECONOMIC GROWTH: STRATEGIES OF HUMAN RESOURCE DEVELOPMENT (New 

York: McGraw-Hill, 1964), 1-2, 15-16, 25-27, 31-36, 38. 1 

Article states that most nations today are development -minded. 
Development has various meanings to different groups. In many 
.^countries it means industrialisation, in others achievement of 
*vsi^ d «P*®«epce, politically and economically. As economists, we 
are interested in economic growth, but in this article the 
point of view is towaru development of human resources. 

Gives definition and categories of strategic human capital - 
^ich i* shortage, and discusses use of this 
of capital in international comparisons of 
d.eyelppjmpnt ^ frn - *** ■ * 

■ • J* * i V 
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TABLE X: 



Uvtl L fladerdevelogyd , 

jrrT“HiStT 1 

Nyasaland 
Somalia 

Saiad^ Arabia t 
Tanganyika 
. Ivory Coast 
Northern, Rhode* ia 
Congo 

- .Liberie ; 

w £enyn • . 

: Nigeria; 



ACCORDING TOCOHPOSITI INDEX 






.;V 
a 1 ." , 



1.2 

1.55 

1.9 
2.2 
2.6 
2.95 
3.53 
4.1 



-J 



■ vA 






mV, 



*3 










-.45 Senegal 
Uganda 
7.55 Sudan 






• i,; 



£ 



M ay*** 






10.7 Indonesia 
10.85' Libya ‘ 

14.2 Burjna 

14.5 Dominican Republic 

14.8' Bolivia | 5 

15.25 Tunisia 5 

17.3 Iran 

19.5 f China (Mainland) t 
20.9 Brasil . 

22.6 Columbia 

22 .7 C ) Paraguay ' , 

23.15 Chapa •• f , 
2 3 .65 n Mala ya . ;r - ■ i 'i * ~ 

24.3 Lebanon 

24.4 Ecuador 

25.2 Pakistan 

i . 4 &$ tv 



x Level III . Sewiadvanced 

33.0 Mexico 

V 35.1 Thailand 

35.2 India 

35.5 Cuba 
^39.6 Spain 

’ 40.0 , South Africa 

40.1 Egypt 

40.8 Portugal 

:* 47.3 v Costa Rica: 

47.7 Veneauela 
.48.5 .Greece 

v- 51.2 Chile 

' 53,9 Hungary 

.9 Taiwan 

55.0 South Korea 

56.8 Italy 

60.3 ^.Yugoslavia 

66.5 Poland 

68.9 Chechoslovakia 

69.8 Uruguay 

1 73.8 Norway . 

Level IV. Advanced 



: #va 



?vV‘0 




*;oo©&. 



77.1 

79.2 
82.0 
84.9 

85.8 
88.7 

92.9 
101.6 
107.8 
111 . 4 
121.6 
123.6 

.7 



Dentpark 
Sweden 
Argentina 
Israel { 

Neat Germany 

Finland 

0.S.S.R 

Canada 

France 

Japan 

Ohited Kingdom 
Belgium 
Netherlands 



v,. ■ -.t/' 



' 

■ t- m » ,* 

1 ? i\> 



-w v»- -}■•* 



t 'a . ; Yaft| ^ogawoO’ 
Ijfif 



'»V4S»e*r.r 

\ ; * 
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What are the relationships between Indicators of human resource develop* 
went and Indicators of economic developmentt Thiele the second question 
which we posed. ...In order to answer it, we sought various measures of 
economic growth or economic development for enough of the seventy-five 
countries' to be useful for statistical analysis. The availability of 
certain Indices for only a limited number of countries led us to utilise 
only two Indicators: 

1. Gross national product (GNP) per capita lii united States dollars 

2. Percentage of the active population engaged in agricultural 
occupations. ... 

TABLE 2. INDICATORS Of HUMAN RESOURCE AND ECONOMIC DEVELOPMENT ... 



Indicator 


< r Level I 

V-. 17 . 

countries 


Level II 
21 

countries 


t 

Level ill 
21 

countries 


Level IV 
16 

countries 


Composite index. 

(second and higher education) 


' : 3 : ' * 


21 


50 


115 


GNP per capita, U.S* dollars 


: ' $84 • 

w> - ’ . • 


$182 ' 


9380 


$1,100 


Per cent active population in 
agriculture 




65 




23 


Teachers (first and second level 
per 10,000 population 


■) 17 

• T. . • v . 


38 




80 

9 - - . * - 


Scientists and engineer*; 
per 10,000 population 


•f^O. 6 


: 3; ; '/];'• 




42 


Physicians '.and dentists 
per 10,000 population 


0.5 


3 


• W: 


15 

. 



Glossary; 



Gross national product (GNP) per capita - the money value of the total 
• output of . goodp and service^ within a country for a given year 

population of the country. Thii indicates 
y the: shaft if f GMP each individual would receive if GNP were ^ 
v divided equally. • ' 








